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A Defense Program for Trusteeship 


T is one thing to wonder, helplessly, what kind of world we shall be living in 
tomorrow. It is quite another to understand what is happening and take 
some effective part in shaping our own destiny. 

In the opinion of able economic observers, there is sore need today of a 
courageous spokesman for—and forthright critic of—private capitalism. A 
realistic re-appraisal of our economic traditions and political attitudes is long 
overdue. And it is a wise investor who today allies himself with those with 
whom he has a genuinely common cause. 

This is the reasoning behind the creation by Trusts and Estates, beginning 
with this number, of a feature new to American financial journalism; a depart- 
ment on our Capital Economy, in which will be discussed each month the signif- 
icance of the broad trends and major economic events of these revolutionary 
times. 

A special board of editors has been organized, enlisting the services of 
leading economic analysts from the following fields: Trusteeship, Life Insurance, 
Savings and Commercial Banking, Investment Banking, Universities, Labor and 
Agriculture, Government, and Industry. Through regular meetings and interim 
reports, group judgment will be brought to bear in the selection, reporting and 
interpretation of material from the major sources of economic and investment 
news. This material, distributed after publication in Trusts and Estates to 
leading newspapers and general magazines, should prove of value to public 
understanding of our economic problems. And through increasing circulation 
among teachers of economics and men of influence in the financial community, 
this journal can make an invaluable contribution to the shaping of a “Defense 
Program” for capital and the private enterprise system; the sole means whereby 
savings may at one and the same time serve with greater efficiency to promote 
the general welfare, and earn their just reward for that service. 

As our starting point in this program, we present a symposium appraisal of 
the present status and role vis-a-vis of Private Initiative and Public Control. 

One of our first objectives is to win recognition for the fundamental com- 
munity of interest among all institutional investors. This community of interest 
has been too long neglected in competitive strife. We conceive it as our duty to 
the audience we have long served, and no less to the other groups with whom the 
fiduciaries’ destiny is so closely allied, to provide the clearing-house of ideas 
where those responsible for capital management may develop the principles and 
procedure of inter-dependent analysis of those problems by whose right solution 
all will alike benefit .. . and by whose neglect all alike will suffer. 
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This new section of the magazine is edited by an active volunteer panel 
of public-spirited expert students of all phases of America’s economic prob- 
lem. They will offer each month a group selection of the best available thought 
and information on the most immediately pertinent and important current 


economic and financial events and problems. 


Whether signed by the individ- 


ual panel member with whose special field it deals and who played the lead- 
ing part in its preparation; or written, by invitation of the panel, by some 
other recognized authority; or presented as a group study; or excerpted or 
digested from other sources; each article in this section will have behind 
it group study and discussion aimed at giving you information of the highest 
practical value, clearly and accurately presented.—Ed. Note. 


THE FEDERAL BUDGET 


"H\HE defense budget for the fiscal 

year 1941-42, calling for an esti- 
mated minimum outlay of $17.5 billions, 
does more than establish a record high 
for Federal peacetime expenditures. 
This tremendous increase is simply ad- 
ditional evidence of the changes war 
and world revolution are making in all 
the calculations upon which we base 
the operations of our economy. Of the 
total, $10.8 billions, or roughly 62 per- 
cent, is for national defense; and since 
this includes neither the cost of our 
proposed aid to Great Britain, nor all 
the requirements of the military train- 
ing program, if actual expenditures do 
not run higher still it will be solely due 
to sheer physical inability to drive the 
national machine at any higher rate. 
And as revenues, excluding possible 
new taxes, are estimated at $8.3 billions, 
the minimum deficit will be $9.2 bil- 
lions. 

Aside from its magnitude, the most 
distinctive—and gravely controversial 
—feature of the budget is the very mod- 
est cut in non-defense expenditures. 
The peculiarities of Federal bookkeep- 


ing make it possible to calculate the 
actual retrenchment at anything from 
zero to $500,000,000; it can hardly be 
put, on any plausible basis, at any fig- 
ure much higher. But in any event the 
total will be gravely disappointing to 
conservative financial opinion through- 
out the country. The President’s posi- 
tion is clear; he.simply refuses to be- 
lieve that cuts in non-defense expendi- 
ture are yet necessary. Indeed he goes 
farther, and insists that much New Deal 
“pump-priming” must be retained—at 
least until all idle resources in men, 
money and materials are reabsorbed— 
as defense against “internal slackness”’ 
and safeguard of “social gains.” In 
this, unfortunately, he will find few re- 
sponsible economists to agree with him. 


To most practical financial men there 
is another somewhat perturbing aspect 
of this budget. This is the rate at 
which the cost of defense, like the cost 
of so many New Deal enterprises in 
recent years, seems subject to constant 
and rapid revision upward, with no ceil- 
ing in sight. It must be emphasized 
that it is not the sheer bulk of the es- 
timates that alarms the financial com- 
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munity, but the seemingly lighthearted 
and superficial manner of their prepara- 
tion, and the absence of any evidence 
of real desire to hold them, if at all pos- 
sible, within some sort of control. The 
nation should be able, if it must, to 
shoulder a $15 billion annual defense 
bill, or even one of $20 billions without 
disaster to our way of life. But when 
the same officials who last summer were 
confidently predicting a total three-year 
cost of not more than $20 billions now 
assume quite as a matter of course that 
this is to be sufficient for but a single 
year—is it not fair to ask how far this 
can go without becoming, in itself, a 
serious threat to our free enterprise 
system? Would it not be in order to 
suggest that the Treasury give us maxi- 
mum as well as minimum estimates— 
and some evidence of a real purpose to 
keep within those bounds? 


LEND-LEASE REALITIES 


OTH the Administration bill to 
“Jease-lend” war equipment to Brit- 
ain, and the first stages of the public 


debate upon it have at least one encour- 
aging feature. They indicate a consid- 
erable progress in American public opin- 
ion toward political realism. Will this 
same public opinion also be aroused to at 
least some slight degree of economic 
realism? 

It is obviously impossible as yet to 
hazard even a guess at the ultimate eco- 
nomic results of the course our foreign 
policy is taking. But it is none too early 
to ground all speculations upon one hard 
fact: whatever we do in aid to Britain 
will not and cannot ever in any real sense 
be “paid for” by the British. Wars are 
paid for at the time they are fought. 
You cannot make bullets tomorrow to be 
shot off today. The financial arrange- 
ments may be wise or unwise in the 
degree to which they leave more debt or 
less, distributed fairly or unfairly, both 
as between ourselves and the British, 
and internally in each country; but the 
main burden of the war must be borne 
today. In bearing it we may, under the 
spur of necessity, develop means to create 
new wealth we might never otherwise 
have undertaken; but these will be off- 
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sets and replacements to war’s cost; not 
payments for it. 

In any event, let us have no return to 
the fallacies of the “war debts” discus- 
sion of the twenties. We are giving aid 
to Britain not out of sympathy but for 
reasons of self-interest—to protect our 
own stake in the balance of world power. 
A thing which we do because it is to our 
own advantage to do, is a thing we should 
be prepared to pay for ourselves. It is 
time we stopped both talking like phil- 
anthropists and acting like profiteers. 


PRIORITIES 


HE increasing tempo of defense ac- 

tivity is rapidly making the prob- 
lem of priorities more urgent. The 
new O. P. M. has three divisions, one 
of which is concerned with Priorities. 
Thus far, Priority Committees have 
been established for commercial air- 
craft, machine tools, and iron and steel. 
As other industries approach capacity 
operations and are faced with a large 
military and civilian demand, additional 
committees will be established. Volun- 
tary cooperation rather than compul- 
sory adherence to priority schedules 
has been the policy to date. 

The greater flexibility of a voluntary 
system makes it desirable that compul- 
sory priorities be kept as a last resort. 
The steel industry illustrates the type of 
problem. Should new plants be built or 
should existing facilities be rationed? 
Or should some combination of these 
methods be followed? The argument in 
favor of priorities would appear to be 
most compelling for an industry like 
steel. Total capacity aggregates about 
83,000,000 tons and total consumption 
in recent years has been substantially 
less than capacity. The total demand 
for British and U. S. orders is estimated 
at about 20,000,000 tons—this leaves 
more than 60,000,000 tons available for 
civilian purposes or about as much as 
the total steel consumed for all purposes 
in 1940. 

Industries which, like steel, use a 
relatively large proportion of capacity 
for civilian purposes have a large re- 





servoir available which can be tapped 
in an emergency. In such cases it 
would seem desirable to limit civilian 
consumption somewhat rather than add 
to capacity when defense needs increase 
with the consequent aggravation of the 
peace time problem of excess capacity. 
Of course, where special types of steel, 
which cannot be supplied by existing 
facilities, are needed, expansion will be 
necessary — but this involves addition 
of:a special type of plant and equipment 
and not the duplication of existing facil- 
ities. The length of time necessary to 
construct new facilities is another factor 
favoring the use of priorities where pos- 
sible. Under the stress of a great na- 
tional effort sacrifices must be made. 
The policy of “business as usual” proved 
to be ineffective in England and will 
probably be unsatisfactory here too. 


FEDERAL RESERVE 
MONETARY CONTROL 


HE recent special report to Congress 
by the Federal Reserve System does 
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three things: it requests that various 
inflationary powers now available to the 
administration be terminated; it asks 
that the Reserve System be made cap- 
able of dealing with the present level 
of excess reserves; and it suggests steps 
the government may take to prevent 
inflation. 


The System recommends that the 
power of the administration to devalue 
the dollar, to issue three billions of 
greenbacks, to purchase foreign silver, 
and to issue silver certificates in excess 
of the purchase price of silver bought 
in the past be repealed. 


The administration has given no indi- 
cation of its willingness to relinquish 
these powers. Much more important is 
the second recommendation, giving the 
Reserve System alone the power to con- 
trol credit conditions which now is in 
effect shared between the Reserve System 
and the Treasury. Banking theory has 
long held that control over credit condi- 
tions should be centralized in an agency 
independent of the Treasury and able to 


© Harris & Ewing 
Scene in the House Chamber as President Roosevelt called on Congress to provide 
billions of dollars worth of weapons for the embattled Democracies. 
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resist Treasury pressure for easy credit 
conditions to make government borrow- 
ing painless. The proposals are design- 
ed not solely to prevent inflation—the 
Treasury and the Reserve System work- 
ing together can do that now — but to 
give the Reserve System power to end 
easy credit conditions at a time when the 
Treasury and so presumably the admin- 
istration thinks them desirable. 

A question so fundamental not merely 
to the country’s economic but to its pol- 
itical future—the power involved being 
both so tremendous and so far-reaching 
—deserves as serious, as informed and 
as calmly realistic discussion as any prob- 
lem now before the country. Will it 
receive it? 


INFLATION? 


HE word “inflation” has developed 
a shock-power in this country not 
far, if at all, short of “totalitarian,” and 
definitely superior to “dictatorship.” 
Just how much this is already embar- 
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rassing our efforts to deal with Infla- 
tion the real and unpleasant possibility, 
it is hard to say; but that it is doing so 
there is no doubt. Just because the 
Wolf has so far failed to appear when 
the timorous shouted his name, we had 
better not hastily conclude that he has 
been permanently exorcised. Such 
recommendations as those recently pub- 
lished by the Economists’ National Com- 
mittee on Monetary Policy deserve, con- 
sequently, a good deal more careful 
study than they will probably get. 

The Committee offers a platform of 
six planks, on the last two of which... 
the removal of the restriction upon the 
power of the Board of Governors of the 
Federal Reserve System to increase 
legal reserve requirements, and the 
restoration of free domestic circulation 
of gold ... various members express 
reservations. The other four, on which, 
presumably, they are unanimous, are 
(1) the cutting of ordinary government 
expenditures to the bone, and discon- 
tinuance of all non-defense “pump- 
priming;” (2) meeting “a large and in- 
creasing proportion” of defense costs 
by taxation; (3) borrow individual in- 
vestors’ savings out of current income 
instead of bank deposits; (4) either per- 
suade the President to “refrain from 
using the dangerous inflationary pow- 
ers which Congress has placed in his 
hands” or, as already recommended by 
Mr. Eccles, repeal the laws giving him 
these powers. This program contains 
a great deal to which various members 
of the administration have given lip 
service in the past—it is vitally neces- 
sary that it be given more than lip ser- 
vice in the immediate future. 


CANADA’S PROBLEMS ... 
AND OURS 


MONG the compensations... in the 

Emersonian sense .. . for today’s 
anxieties, the better mutual understand- 
ing between Canada and the United 
States ranks high. We have not yet 
properly realized the advantages to our- 
selves of the fact that our nearest 
geographical neighbors are also most 
like us in character of population and 





form and philosophy of government; we 
have not even been willing to learn, as 
on occasion we may, from Canada’s 
mistakes. This observation is given 
particular point by the Report of the 
Royal Commission on Dominion-Provin- 
cial Relations, or Rowell-Sirois Report, 
which ranks, just now, second only to 
the war as a topic of Canadian discus- 
sion. 

The financial recommendations of the 
report offer cold comfort to our own 
‘States’ Rights” diehards. Their prin- 
cipal points include: (1) transferring 
responsibility for “employable unem- 
ployed” from the provinces to the Dom- 
inion; (2) assumption by the Dominion 
of the deadweight cost of all provincial 
debt; (3) withdrawal by the provinces 
from the personal income tax, corpora- 
tion tax and inheritance tax fields; (4) 
agreement by the provinces to surrender 
all existing subsidies; (5) a scheme of 
“national adjustment grants” based up- 
on an “average standard of government- 
al costs and services” to replace the 
existing patchwork of overlapping tax- 
es and subsidies. 

It should at least be obvious to both 
defenders and critics of our own poli- 
cies in precisely parallel situations, that 
here is a document which calls for and 
should reward thorough study in almost 
equal measure by the United States. 
Too long have we been as heedless of 
Canada as an overgrown elder brother; 
we have not in the world as valuable a 
potential partner. 


PLANT CONVERSION AND 
INCOME DIVERSION 


With manufacturing activity at an all 
time high, national income trending to- 
ward a new record (estimated by the 
Bureau of Agriculture at 83 billions for 
1941—one billion above 1929), the fin- 
ancial world will have to make some keen 
distinctions between consumable or pro- 
ductive wealth and police and defense 
costs. The latter embrace a debit not 
only in the creation but in the mainten- 
ance. As a projection, the figures of 
English diversion of income and pro- 
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duction are interesting: 60% of the 1940 
income went into the war effort—includ- 
ing food for evacuated civilians. 

How much of this military expendi- 
ture (now estimated at over 15 billions 
in 1941 alone) will be translatable into 
usable, productive or tradeable wealth, 
is a major question. Certainly some 
plant and tool equipment can be con- 
verted or salvaged for peace use, and the 
training and discipline that will be 
afforded to millions of men will be a 
tremendous asset. Improved efficiency 
and new methods will be added. 

We should not forget that the Indus- 
trial Revolution came with the Napol- 
eonic Wars, and that we were industrial- 
ized by our Civil War. 

But meantime realistic inquiry is per- 
tinent into the impact on the private 
capital structure, and system. Many 
greatly fear that a blue-sky national debt 
with future billions of taxes, will ac- 
complish, under the “defense” banner, 
a levelling of private wealth and of 
return to those dependent on invested 
capital although admittedly those who 
secure jobs will improve their income 
and wealth status. There is much in 
these fears; still we should recall the 
rapid repayment of our own war debt 
and the boom in our wealth during the 
twenties. 

Coincident are the diversions of produc- 
tive enterprise from consumer to war 
products: auto factories turning to tanks 
and other mobile units, machinery com- 
panies turning to artillery production, 
railroad equipment concerns making 
munitions and mechanized army equip- 
ment, are but a few of the examples of 
conversion which will affect the position 
—and degree of government control—of 
industrial, utility and transportation 
companies. While profits are due for 
strict curbing, the defense program will 
accentuate differences and relative sta- 
bility—both during and after the active 
war — of different types of securities. 
Enforcement of priorities alone would 
create paralysis of those concerns judged 
not vital to the transcendental objective 
of national defense. Subsequent “peace” 
would see a premium on those manufac- 
turing necessities most in need of re- 
placement. 





Miss Smith, 
Take A Bequest! 


That’s what many executives will be saying 
And, as 


good business men, they will want to be 


to their secretaries this year. 


sure that the recipients of these gifts meet 
the same rigid requirements as their com- 


mercial investments. 


They will be interested in investing wisely 
in the future of America—and in linking 
their name with a worthwhile project of 
an educational institution. So, suggest to 
your clients that they consider the 116-year 
old Rensselaer Polytechnic Institute, Troy, 
New York. what 


needs to be done in education and research. 


Write for details on 


Boom Danger 
The present state of trade in America 
may be a boom in embryo, but it is cer- 
tainly not a boom in being. The trend, 


however, is undoubtedly upwards. The 
rearmament program is still in the stage 
with which we in Great Britain were 
painfully familiar before the war, in 
which schemes are drawn up, plans are 
laid and, sometimes, plants are built, 
but money is not spent in mass. But 
a time will come in America when the 
plans mature, the factories produce and 
the money is spent. 

The unemployed margin in the Amer- 
ican national income may be as much as 
$15,000 millions. But the “multiplier” 
may well be large in present-day Amer- 
ica. There is a smell of boom in the 
air; individual bottlenecks will soon be 
appearing and will tend to stimulate buy- 
ing for stock; many capital industries 
are seriously under-equipped and will 
not wish to be shut out by armament 
demands; British buying will put an 
edge on America’s own rearming; and 
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in the interests of national unity, the 
President and Big Business may well 
compose their long quarrel. 

The banks have twice the reserves 
they need, even on the very high scales 
now prescribed; and the public has al- 
most twice as much on deposit as in 
1929. . But this abundance of money has 
completely failed to induce -an increase 
in the volume of spending. But if the 
public were, for some other reason, to 
begin spending, there is no possibility 
of any control being exerted. An infla- 
tionary movement, once touched off, as 
it well may be within a year or eighteen 
months by the growth of defense expen- 
ditures, might well run away with it- 
self. In a very real sense, what Amer- 
ica has to fear in the near future is not 
too little prosperity, but too much.—The 
Economist, London—Nov. 16, 1940. 


A Suggestive Comment 


The ultimate cause of inflation is that 
the financial authorities, refusing to 
recognize the necessity for accommo- 
dating themselves to the existing short- 
age of capital, resort to tentative meas- 
ures which seem to admit of a monetary 
policy pursued without regard to that 
shortage. Attempts are then made to 
keep the rates of interest down at a 
lower level than that which would be 
required in order to attain an equi- 
librium between the supply of savings 
and the demand for capital. The gen- 
eral public are thus deluded into the 
belief that the capital market is “easy” 
and are left free to make demands on 
capital which cannot be supplied from 
real savings, but can be met only by 
an unwarranted creation of means of 
payment. 

The capital market is dislocated when 
the State incurs expenditure in excess 
of that which can be covered by revenue 
from taxation and by borrowing. What- 
ever ways and means the State may 
select for the financing of such excess 
expenditure, it must in the last resort 
always be covered by extending the 
supply of means of payment, or in other 
words, by inflation. 


Gustav Cassel, in Quarterly Review of Skan- 
dinaviska Banken. 





Public Control and Private Enterprise 
A SYMPOSIUM 


The Future of Enterprise 


EUGENE V. ROSTOW 
Member of the Law Faculty, Yale University and University of Chicago 


HE government of the United States 

is a trusteeship for those all over 
the world who hope that the demand for 
social security can be met in a demo- 
cratic and reasonable way. The task of 
our government demands loyalty, energy 
and courage, but above all it requires 
systematic thought, to read the lessons 
of our experience, and with that know- 
ledge, to help build a policy for the future 
which will avoid recent mistakes, and 
assure the community a steady growth 
in its social and economic welfare. That 
task of policy making is not easy; it 
necessitates the abandonment of some 
cherished illusions — formulae which 
were relevant, perhaps; to the problem 
of the day before yesterday, but may be 
useless or in the way tomorrow. 


The central problem of our economy is 
the question of enterprise—the use of 
our resources in men, material and capi- 
tal equipment to produce useful goods 
and services. The war effort now gal- 
vanizing our shops to action partly ob- 
scures that issue, partly clarifies it. For 
a moment, we can stop worrying about 
unemployment. But that problem will 
return with the peace. Yet there is a 
moral for peace in the political economy 
of war, a moral which corresponds to 
the pattern of events during the Great 
Depression: it is that government enter- 
prise, judiciously used, can be a power- 
ful supplement to private enterprise, in 
assuring a full use of our resources, and 
a steady development of our techniques 
and our wealth. 


Use vs. Ownership of Property 


HO shall own property is not nearly 
so important a question from the 
point of view of economic activity, as 
who shall decide what is to be done with 


it. Traditionally, we call our economy 
a system of private enterprise, although 
the decisions of government have always 
influenced the course of enterprise in 
important ways. But even government 
officials have pretended in the past that 
business executives were our only entre- 
preneurs, and that the securities markets 
and private banks were our only sources 
of funds. When those agencies of in- - 
vestment activity for one reason or an- 
other were paralyzed, we suffered depres- 
sions. 

For investment activities are the key 
to prosperity. The essential feature of 
the business cycle is fluctuation in the 
output of durable goods, which are order- 
ed and purchased for use in production; 
the difference between a boom and a 
slump in this society depends on the 
rate at which such capital investments 
are undertaken. The modern economy 
was built in an irregular series of rushes 
of investment, the response of enterprise 
to a variety of stimuli: the Napoleonic 
Wars and the discovery of gold in Cali- 
fornia or the Transvaal; the Civil War 
and the World War, the building of rail- 
roads. These accidents had great and 
beneficent economic consequences for one 
reason only; they all resulted in intense 
investment, full employment, and there- 
fore in rapid expansion of output and 
of capacity. 

Expansion of this kind can be attain- 
ed without the tragedy of war, or the 
melodrama of a gold rush, but only by a 
careful coordination of all the aspects of 
government behavior which may affect 
the rate of investment. If one reads the 
confused economic history of the last ten 
years with discrimination, certain con- 
clusions loom up as more and more vital 
to the formulation of a desirable policy 
for the post-war period. 
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The Role of Public Enterprise 


E must accept it as axiomatic 

that the government has direct re- 
sponsibility for the condition of trade, 
employment, and economic welfare gen- 
erally, and that the state must attempt 
to assure a high and stable level of em- 
ployment in industry as a permanent pro- 
gram, and not simply for emergency per- 
iods. We must concede that the state 
now has at its disposal political instru- 
ments with which these enlarged respon- 
sibilities can be fulfilled; we should agree 
further that stability in employment, and 
a steady rate of economic growth, can be 
achieved in capitalist democracies with- 
out destroying either capitalism or de- 
mocracy. 

But these ends cannot be secured, 
either during or after the war, unless 
we learn from our mistakes and apprec- 
iate wherein our policy was constructive. 

During the depression, governments 
all over the world attempted to increase 
employment in two general ways. The 
first was by way of restrictionism. Tar- 
iffs were raised, and arrangements were 
made for the suppression of competition. 
Gerard Swope’s plan for dividing mar- 
kets, though couched in the alluring vo- 
cabulary of “planning,” was typical of 
this kind of thinking. The N.R.A. came 
and went, choking off a promising recov- 
ery, but it has had successors. We have 
highly restrictive production and mar- 
keting controls in the field of agricul- 
ture, coal mining and oil extraction. 
Sugar, milk, soft coal—these are conspic- 
uous cases of government policy foster- 
ing special schemes for the subsidy of 
particular interests. These schemes were 
tried over and over again—for rubber, 
for tin, for copper, for steel. 


Sowing Privilege, Reaping Conflict 


HEY were always found wanting, 

and for the same reasons. They 
often succeeded in raising prices, but 
this very accomplishment led to self- 
defeating and disastrous expansions of 
output in uncontrolled parts of the 
economy. They had most unattractive 
social results. Professor Robbins, in his 
forceful book “The Economic Basis of 
Class Conflict,” puts the matter this way: 
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“The creation of state-aided restriction 
is the creation of privilege. It is the crea- 
tion of closed groups, the creation of a syn- 
dicalist society. When such measures are 
exceptional their sociological significance 
may be exaggerated, although the fact that 
they are taken at all creates a presumption 
that they will be extended. What is grant- 
ed to one group is not easy to deny to oth- 
ers. And as the area of such privilege is 
extended, the structure of society is modi- 
fied. Conflicts of interest which, in a system 
of no privilege and free mobility, would at 
most be of short-period significance, assume 
bigger and more permanent proportions. 
The struggle for wealth becomes a struggle 
for privilege—a struggle not for technical 
efficiency and adaptation to the wants of 
the community of consumers, but a strug- 
gle for status and the power of monopolistic 
exploitation. National politics become the 
play of rival pressure groups and interna- 
tional relations are similarly affected. 


“Such a process in the end destroys, even 
for those who are most successful, the 
wealth and security it was originally de- 
signed to safeguard. If one line of indus- 
try practices restrictionism it may make 
gains which compensate the producers in 
question for the obvious danger they run. 
But if others follow suit, then these gains 
are likely to be wiped out in a process of 
general impoverishment and national and in- 
ternational conflict. These are truths which 
were platitudes to our grandfathers. They 
are not for that reason unprogressive. It 
is high time that we realized that our pres- 
ent relapse into the methods of medieval 
monopoly is not progress but reaction.” 


Expansion by Public Initiative 


HE depression has highlighted an- 

other class of recovery activities, 
however: government policies addressed 
to expansion. Cheap money, unattrac- 
tive as it is to investors, is of advantage 
to entrepreneurs, and entrepreneurs are 
men to reward, if we want our system 
to work at full tilt. Public spending, the 
debated deficits of the New Deal, are a 
powerful agent in a recovery effort, per- 
haps the most powerful weapon of gov- 
ernment policy we have developed since 
the creation of the Federal Reserve 
Bank. Tariff reductions, improved bank- 
ing facilities, vigorous enforcement of 
the anti-trust laws, orderly rules for the 
securities market—these are all positive 
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elements in a policy of expansion which 
has been used with success in America, 
in Sweden, in England, and in the British 
Dominions. 


Let us look first at the most effective 
and most important of these engines of 
expansion—deficit spending. The public 
is still very bewildered by what seems to 
it a piece of financial legerdemain. There 
was no money before, but now there is 
money. Who is to pay for it? The ans- 
wer can no longer be gainsaid. The pro- 
ducts of the work of those who are re- 
employed as a consequence of the deficit 
expenditure (provided this reemploy- 
ment results in the creation of desired 
goods or services) constitute the income 
out of which the loan is to be paid. The 
loan to the government can have just the 
same effect on output as a loan to a rail- 
road or a utility, planning to build new 
facilities. So long as there are unem- 
ployed resources, whether of labor or 
capital, the government’s deficit can serve 


the purpose of enterprise in putting the 
resources to work. 

If that work is productive, and if the 
rest of government policy is conducive 
to expansion, there is no occasion for 
concern in the process. The new funds 
appear as consumers’ dollars before the 
product of the new work appears on the 
market. The volume of demand in- 
creases, giving income to business men, 
and communicating an impulse for ex- 
pansion to many enterprises. If those 
enterprises are not monopolistically or- 
ganized, the increase in profits occasioned 
by the government spending will have 
wide effects. Industry will enter a cycle 
of building and expansion, which may 
take over the task of enterprise for 
months or several years. 


Emphasis on Defense and Productivity 


UDGET action by the government, 
undertaken at intervals to revive 
the investment activities of private 
business, and to see to it that business 
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continues at a level of high employ- 
ment, is powerfully supplemented by the 
familiar monetary and banking con- 
trols. Somewhat obscured in recent 
years, these techniques are still instru- 
ments of power in combatting inflation- 
ary tendencies, beyond the point of full 
employment, and in providing a suit- 
able setting for expansion. Their use 
is a vital part of any policy of growth. 
If the banking authorities cannot al- 
ways create a boom, they can, as the 
events of 1937 show, help to kill one. 


For better or for worse, for the dura- 
tion of the war and beyond, we live in 
an economy of mixed private and public 
initiative. The great job of economic 
policy now is to see to it that the activi- 
ties of government which affect busi- 
ness are coordinated, to prevent the ac- 
tivity of one agency from cancelling 
that of another. In the early days of 
the New Deal the N. R. A. worked at 
cross purposes with the P. W. A., and 
there are still internal inconsistencies 
of this order in our policy. 
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We badly need a radical reform of 
the tax system, in the interest of stim- 
ulating business enterprise. The cost 
increasing taxes—sales taxes, excises, 
and payroll taxes—should be reconsid- 
ered in arriving at an improved income 
tax system, one which is capable of 
helping finance the war, and flexible 
enough to aid in the return to peace- 
time conditions. The time is propi- 
tious, for the states and municipalities 
should soon be solvent again, and able 
to think of tax reduction. 

Price policy, and policy towards the 
organization of business. generally, 
should be reconsidered. Many mono- 
polistic obstructions to trade have 
grown up, some inherited from earlier 
times, others created in response to the 
depression, which need to be cleared 
away in the interest of expansion. So 
called “fair-trade” laws, allowing price 
maintenance contracts, and state laws 
forbidding sales below cost, are examples 
of serious obstructions to competitive 
activity. And the imaginative energy 
of Thurman Arnold as chief of Anti- 
trust enforcement has suggested ways 
in which many of the ordinary usages 
of commerce need reform. 


Population and Labor Policies 


NE basic problem of economic 

policy we have not yet tackled, al- 
though it is of profound importance— 
the problem of population. A declining 
rate of population growth has already 
influenced the demand for houses, for 
milk, for school teachers, and innumer- 
able other products of our economy. It 
constitutes a real barrier to expan- 
sion, and one whose solution pre- 
sents deep-seated social difficulties. In 
a brilliant recent series of lectures at 
Harvard, Professor Myrdal presented a 
population program for democracy. He 
urged (1) that people be made free to 
decide when to have children, through 
the spread of birth control informa- 
tion, and (2) that childbearing be made 
attractive, through reasonable subsidies 
to large families in rent, medical care, 
education, and so on. Until the war is 
over, it is somewhat futile to talk of 
making life secure enough, and attrac- 





tive enough, to encourage a great in- 
crease in population. But population 
increase, either through births or 
through immigration, should be one of 
the first items on the agenda of peace 
time policy. 

Labor problems likewise present a 
thorny topic in the development of any 
program for intensive growth. Trade 
unionism is a positive social good, in 
strengthening the position of the work- 
er as a human being and a member of 
society. But trade union policy is 
sometimes obstructionist, short-sighted 
and reactionary. In the anthracite coal 
industry, for example, labor is cooper- 
ating with the operators in a scheme 
for the restriction of production in or- 
der to keep prices high. The union feels 
that if prices are high, wages will be 
high—a view that fails to see the forest 
for the trees. The result of this policy 
was a fall in the production of anthra- 
cite during 1940, a prosperous year, 
and a consequent fall in employment. 
Here, as elsewhere, immediate high 


wages and full employment are alterna- 
tive goals, and labor has chosen high 
wages. 


New Era of Coordinate Effort? 


HE law of patents, too, is a field 

overripe for reform in the interests 
of encouraging expansion. There is no 
question of the fact that patent rights 
are abused, and that the patent device, 
far from encouraging inventions, is of- 
ten used to suppress them. Holders of 
patents often extend their control over 
the trade in unpatented articles in a 
way which seriously restricts competi- 
tion. In a mechanized and technologi- 
cal society, patents are a strategic fac- 
tor of the utmost importance. No com- 
prehensive program of reform can pass 
over the issue. 

The task before us is clear: if our 
society is to be saved, we must work to 
win the peace as well as the war. We 
must agree now on a policy for full em- 
ployment and steady growth, during 
this period, and after it is over. We 
have the objectives in mind, and the 
political tools are at hand for fulfilling 
them. Adequate controls are emerging 
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over money, budgets, taxes, wages, pat- 
ents and competition—controls which 
often work from the distance, and can 
be developed so as not to interfere 
with the effective routine of the busi- 
nessman’s daily action. 


There is no reason for conflict or 
despair. By prudent and constructive 
use of the power of public initiative, 
as part of a coordinated program of re- 
covery, our economy may be restored. 
If we avoid the mistakes, and exploit the 
successes, of the last few years, and if 
we read the lessons of another war boom, 
we can move forward into a regime of 
full employment and steady economic 
progress. Professor Hansen has said: 
“There is nothing incompatible between 
the survival of private capitalism and a 
generous admixture of public invest- 
ment.” Capitalism and democracy can 
serve our society well again as the twin 
forces of social and economic progress, 
if we but learn how to use them. 
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MAN treads upon dangerous ground 

when he indulges in prophecy, but it 
seems to me that in the business of sav- 
ings management the moving finger has 
written and is moving on. It is for us 
to read what has been written and to 
profit therefrom. 

As a trustee for people, many of whom 
are completely dependent upon him for 
the safe investment of their funds, the 
savings banker, like the life insurance 
and trust investment officer, must be at 
all times cautious and conservative. He 
must, however, be careful not to confuse 
caution and conservatism with complac- 
ency. If we lived in a static world 
(which we do not), if we controlled the 
forces which over the years affect our 
investments (which we do not), if the 
world conformed itself irrevocably to our 
judgments when first made (which it 
does not), then the management of sav- 
ings would be as easy an undertaking as 
many people today still believe it to be. 

A savings institution is not a thing 
apart from the economic, political and 
social world that surrounds it. It is part 
and parcel of that world. The stream of 
life flows very rapidly, and those institu- 
tions which cannot survive as a part of 
that stream while flowing along with it 
are sooner or later pushed aside into the 
backwash, there to be left to wither 
away. 

The cautious and conservative savings 
manager is the man who knows how to 
keep his institution in the middle of the 
stream, moving with the tide, with its 
head always above the water. He is the 
man who knows how to keep his institu- 
tion a dynamic force in a dynamic world, 
fully abreast of those forces which might 
otherwise overcome and stifle it. 

The cautious and conservative inves- 
tor is the man who has a large measure 
of vision and imagination, well blended 


with an ample supply of common sense. 
In fact, good judgment may be defined 
as being composed in large measure of 
vision and imagination tempered by ex- 
perience. It is not composed in any 
measure of complacency and inertia. 
Micawbers do not make successful men 
in any field; the savings investor who 
waits for “something to turn up” may 
well find himself left at the post in this 
kaleidoscopic world. Other people are 
too busy turning up their own fields. 
be worth of his trust, the manager of 
other people’s savings must be keenly 
alert to the changing scene around him, 
and have the courage and the ability to 
lay hand upon those forces causing 
change and help direct them in a way 
which will bring good and not evil to 
those thousands of people who have 
placed their confidence in his leadership. 


The Monopoly Fallacy 


HE savings manager should not, like 

the heads of some of our great rail- 
road systems, wake up almost too late 
to the fact that he no longer enjoys a 
monopoly in his field. The same is true 
of all fiduciaries. It is only within the 
past few years that the railroads of this 
country became aware of the enormous 
strides which technology had made in 
the field of transportation. By the time 
they did become aroused, they were face 
to face with the fact that a very large 
part of their passenger traffic and a sub- 
stantial part of their freight traffic had 
been taken away from them by more 
modern and serviceable means of trans- 
portation. If, some years ago, railroad 
managements had overcome complacency 
and inertia and had spent a little money 
on research—that is to say, had invested 
a trifle in vision and imagination—they 
would probably have escaped, in some 
measure at least, the valley of the shadow 
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through which they are now passing. 
They thought they had a monopoly that 
would always be a monopoly. 

Do not let savings bankers, for exam- 
ple, feel that they have a monopoly in 
handling the funds of small savers. They 
have no such monopoly. Within the past 
twenty-five or thirty years we have seen 
grow up as strong competitors the sav- 
ings and loan associations (many of them 
now Federalized), streamlined insurance 
contracts with a strong appeal for the 
consistent saver, and the Postal Savings 
System and the Baby Bond, which have 
brought the United States government 
directly into the field as a powerful com- 
petitor. And, incidentally, some of these 
competitors for the small man’s savings 
enjoy certain legislative advantages 
which have apparently been obtained 
without effective protest from the sav- 
ings banks. I have in mind, for exam- 
ple, the exemption from Federal income 
tax of the interest or dividends paid on 
postal savings and building and loan de- 
posits, and, in New York State, the ex- 
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emption of real estate mortgages owned 
by building and loan associations from 
the provisions of the mortgage morator- 
ium law. 


Serving Depositors’ Needs 


UT aside from the direct competi- 

tion for deposits which the savings 
banker is feeling more and more each 
day, he faces a challenge in an entirely 
different direction . I speak with refer- 
ence to the services which the savings 
banker is prepared to render his deposi- 
tors in this new day and with reference 
to the part he must play in an ever- 
changing community for the proper pro- 
tection of the investments of his deposi- 
tor’s funds—many of them made years 
ago—in that community. 

Some banks, having realized that their 
institutions cannot just stand still, have 
been giving consideration to various new 
ideas as to how their institutions may 
become more generally serviceable to 
their depositors and to the community. 
As an example, savings bank life insur- 
ance has in the past few years been of- 
fered by some savings banks in New 
York State and there is evidence that 
the number offering it will increase. 
Much consideration has been given to 
the subject of personal loans—a field in 
which savings banks would appear to be 
particularly fitted to operate and exert 
a wholesome influence. 

Some savings banks in certain sections 
of New York State have felt the com- 
petition of commercial banks for savings 
deposits very keenly, because the com- 
mercial banks can offer under one roof 
trust facilities, checking account facili- 
ties, and personal loan facilities. While 
personal loans have already been men- 
tioned, some thought should be given to 
the question of whether these other facil- 
ities could properly and economically be 
made available by savings banks to their 
depositors. I am not necessarily advo- 
cating that savings banks get into any 
of these fields; perhaps they should not. 
I am merely saying that savings banks 
must have some better excuse for not 
getting into them and for not considering 
other means of increasing their scope 
of service to depositors than that “it has 
never been done before.” 





The savings and loan associations, des- 
pite having suffered in some measure a 
rather adverse reaction in the early 
years of the depression, have been stag- 
ing a substantial recovery. They have 
popularized the amortized loan for the 
small home owner, and they have popu- 
larized savings by offering definite and 
attractive savings plans, and, in some 
cases, by offering bonus dividends to the 
true consistent saver. Savings banks 
should not ignore what the savings and 
loan associations have been doing, and 
they might well profit by the example 
set by the Government with its Baby 
Bonds, in devising some attractive plan 
including a definite reward for the steady 
and purposeful saver. 


The Challenge of Community 
Disintegration 


ND now we have to consider the 

position of the bank, or other insti- 
tutional fiduciary investor, in its com- 
munity. Does its duty to its community 
end with merely holding itself open to 
receive deposits and invest those depos- 
its in certain approved bonds and in real 
estate mortgages? This question can be 
answered in the negative without imply- 
ing that any duty rests upon the bank 
to become father confessor to its com- 
munity. We all know that the first duty 
of a bank is to safeguard the deposits 
entrusted to it. But is a bank—or a 
trustee—discharging this duty if it re- 
fuses, for example, to take steps to fore- 
stall the forces of economic disintegra- 
tion within its community? Is it safe- 
guarding the interests of its depositors 
if it refuses to do even some unusual 
things to stay those forces of disintegra- 
tion if the evidence indicates that it may 
act without increasing the hazard to 
which its deposits are already subject? 


We have had for some years a dis- 
cussion in New York City of the neces- 
sity of doing something to rehabilitate 
blighted or slum areas. The various in- 
stitutional lenders have substantial in- 
vestments in those areas. Is it not en- 
tirely consistent with conservative man- 
agement—is it not, in fact, the essence 
of conservative management—that sav- 
ings banks assume some risk in the form 
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of investing additional money in those 
areas if, in the judgment of prudent men, 
there is a good prospect of salvaging a 
substantial part of what might other- 
wise irretrievably be lost? 


Legal Tradition and Protective 
Management 


ND must the investments of the sav- 
A ings banks necessarily be confined 
to the first mortgage loan? Is there 
something sacred about such a form of 
investment? Surely, all of us in the sav- 
ings bank business have had enough ex- 
perience to know that in the case of a 
number of our mortgage loan invest- 
ments we would have fared much better 
had we, instead of making the loans, 
made a 100% equity investment to start 
with—with full control in the hands of 
savings banks, instead of speculators, 
and with all the earnings going to the 
savings banks. I confess that this is 
not so much an argument for making 
equity investments (and I am making 
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no such argument), as it is for not mak- 
ing certain types of loans, but I am ad- 
vancing it because I think we ought not 
to emphasize mortgage investments — 
however important they are—to the prac- 
tical exclusion of all other kinds of in- 
vestments save certain classes of bonds. 

The point simply is that tradition and 
the provisions of law are not in them- 
selves enough to determine what is and 
what is not a safe investment for trust 
funds. They are not a substitute for 
alert, openminded, competent manage- 
ment—management which is capable of 
taking into consideration new conditions 
as well as ancient customs in determin- 
ing how best to safeguard the funds that 
have been entrusted to it. 

If banks and fiduciaries generally are 
to draw their sustenance from a given 
community, they have the social respon- 
sibility of helping to plan that commun- 
ity’s life and of cooperating in sound 
undertakings to preserve the community 
from those social forces, such as blight, 
which may threaten to impoverish it. 
The day is past when we can shut our- 


selves up in ivory towers and watch the 
world go by. The institutional investors 
will be much happier if they come to a 
realization of this fact themselves rath- 
er than wait until the community presses 


that realization upon them. Happily, 
there is evidence that more and more of 
them have become aware of what is go- 
ing on. 


What Constitutes “Security”? 


FEW savings banks (all located out- 

side New York State) some insur- 
ance companies, and a number of large 
commercial banks, have found a satis- 
factory outlet for some of their funds 
in the form of term loans to small but 
sound industrial enterprises. These in- 
stitutions have taken the place that 
would normally be filled by the invest- 
ment banker were these enterprises large 
enough to justify public issuance of their 
securities. The institutions protect them- 
selves with first mortgages on plant and 
equipment, but they recognize that the 
security would be worth very little 
should the earning power of the enter- 
prises themselves fail. These loans are 
actually made against a demonstrated 
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earning power, which is, in the last an- 
alysis, the real source of liquidation of 
most loans. To make loans of this kind 
successfully calls for alert and competent 
management, the kind of management 
which every savings bank ought to have. 
If a bank has that kind of management, 
should it not be permitted to make this 
type of loan as well as other types of 
sound investments now precluded by the 
banking laws in most states having sav- 
ings bank legislation? 


I repeat that the only true test of an 
investment for a savings bank is not 
some custom or tradition which, if per- 
mitted to dominate unduly the banker’s 
thinking, may actually dull his willing- 
ness and capacity to think, nor is it some 
law on the statute books. The test is 
whether the earning and liquidating 
power inherent within the investment is 
such as to assure the prudent and alert 
savings manager that the funds he is 
investing will be recovered with a satis- 
factory rate of return. 


Presently, the banks and trustees may 
have an opportunity to assist in the de- 
fense effort of this country in some way 
other than just buying government 
bonds. In some sections of the country 
served by savings banks, there will be an 
urgent need for additional housing to 
take care of the increased numbers of 
people engaged in the defense effort. Al- 
ways with due regard to the first princi- 
ple of banking—the protection of the 
depositor—we must stand ready to as- 
sist in this program in every way that 
we wisely can. That program is being 
shaped up at this time in Washington, 
with proper safeguards against the pecu- 
liar risks inherent in defense housing, 
and it will at the proper time be called 
to the attention of the nation’s bankers. 


A suggestion that the proceeds of estate 
taxes be earmarked to liquidate some of the 
national debt, has been made by Henry H. 
Heimann, executive manager of the Na- 
tional Association of Credit Men. He also 
urges that a substantial amount of our 
present expenditures be covered by current 
taxation, but warns against the law of dim- 
inishing returns. 
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U. S. Government Securities 

State and Municipal Bonds 

Other Securities . 

Call Loans and Bankers Acceptances . 
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$ 61,396,130.25 
36,311,373.63 
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5,210,973.17 
7,446,653.55 
2,321,803.41 
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688,363.26 
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559,803.01 


$145,887,662.49 
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4,525,000.00 
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As required by law, U. S. Government and State and Municipal Bonds carried at 
$3,547,350.69 are pledged to secure Public Deposits and for other purposes. 


One of the Oldest Trust Companies in the United States 


MEMBER FEDERAL RESERVE SYSTEM AND FEDERAL DEPOSIT INSURANCE CORPORATIO 
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Guaranty Trust Company of New York 


MAIN OFFICE 
140 Broadway 


PARIS 


FIFTH AVE. OFFICE 
Fifth Ave. at 44th St. 


LONDON VICHY BRUSSELS 


MADISON AVE. OFFICE 
Madison Ave. at 60th St. 


LIVERPOOL 


Condensed Statement of Condition, December 31, 1940 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and 
Due from Banks and Bankers 
U. S. Government Obligations 
Public Securities __ 
Stock of the Federal Reserve Bank 
Other Securities and Obligations __.__- : 
Loans and Bills Purchased 
Credits Granted on Acceptances 
Accrued Interest and Accounts Receivable _...- 
Real Estate Bonds and Mortgages : 


$1,044,582,220.86 
1,137,212,692.63 
49,235,460.91 
7,800,000.00 
21,191,471.98 
431,135,085.50 
5,961,372.98 
7,468,230.20 
1,759,337.81 





Bank Buildings 
Other Real Estate 


Total Resources 


LIABILITIES 


Ue $2,389,928,981.83 
Checks Outstanding 


Acceptances $14,928,817.73 


Less: 
Own Acceptances Held for Investment __ 


Liability as Endorser on Acceptances and Foreign Bills 

Agreements to Repurchase Securities Sold 

Items in Transit with Foreign Branches and Net Difference 
in Balances Between Various Offices Due to Different 
Statement Dates of Some Foreign Branches 

Dividend Payable January 2, 1941 

Miscellaneous Accounts Payable, Accrued Taxes, etc. 


33,294,970.40 


8,967,444.75 


2,706,345,872.87 


11,258,541.69 
1,361,599.32 





: $2,718,966,013.88 


$2,423,223,952.23 


5,961,372.98 
248,398.00 
228,741.00 


751,643.95 
2,700,000.00 
8,905,406.11 


'2,442,019,514.27 


$ 90,000,000.00 
Surplus Fund 170,000,000.00 
ee Ee ae 
Total Capital Funds 

Total Liabilities 


= 16,946,499.61 


276,946,499.61 





$2,718,966,013.88 


Securities carried at $17,614,042.68 in the above Statement are pledged to qualify for 
fiduciary powers, to secure public monies as required by law, and for other purposes. 


This Statement includes the assets and liabilities of London and Liverpool Branches 
as of December 31, 1940; Paris, Havre and Brussels Branches as of November 30, 1940. 


Member Federal Deposit Insurance Corporation 





The Future of the Fiduciary 


BY A NEW YORK TRUST OFFICER 


HE personal trust business is con- 

cerned with the management and 
administration of private funds entrust- 
ed to the care of the trustee for some 
specific purpose. As a rule this action 
is taken to assure responsible manage- 
ment after the death of the creator of 
the fund, the benefits of which will ac- 
crue to the immediate heirs. There are 
many variations in the way in which 
personal trusts are established, but the 
point to be emphasized here is, that this 
business: is concerned with personal 
wealth. It is, therefore, a business 
which could not exist in an economy 
which did not permit property owner- 
ship by private individuals. 


The outlook for the personal trust 
business either under an economy in 
which the free enterprise system is 
dominant and where private initiative 
is permitted full sway or one in which 
various shades of public control pre- 
vail can only be intelligently discussed 
after some consideration has been given 
to the subject of wealth, as well as the 
manner by which personal wealth is ac- 
cumulated. 


Wealth, in its broadest sense, stems 
from two main sources. Either it is 
God-given and remains only to 
be discovered and exploited by 
man for his benefit, or it flows 
from ideas which originate in 
the minds of men struggling 
to solve the many complex 
problems of life, and take form 
in instruments of invention 
which can be utilized by mem- 
bers of the society. In these 
two groups would be included all 
natural resources, such as land, 
metals, precious stones, crude 
petroleum, lumber, et cetera, as 
well as inventions and the means 
adopted to give them applica- 
tion. 


The Pioneer Stage 


{ e~ manner in which these wealth 
reservoirs are developed, and for 
whose advantage, depends upon the 
political philosophy in vogue during the 
period of development, although of 
course governments can effect changes 
which profoundly alter the outlook for 
personal fortunes at any time. 

The history of this country is too re- 
cent to make it necessary to recount the 
personal fortunes made from the discov- 
ery and development of coal, copper, 
gold, iron ore, oil, lumber and land, as 
well as such man-made industries as 
automobile, manufactured chemicals, 
railroads, public utilities, agricultural 
machinery, tobacco, and chain stores. 
These were all developed in an economy 
dominated by what is generally referred 
to as the private enterprise system; a 
system which permits the accumulation 
of wealth for personal benefit by those 
possessing unusual foresight and ini- 
tiative and by those who are fortunate 
enough to be living at the right time 
and in the proper place to profit from 
the natural growth of the community. 


Once wealth has been accumulated by 
individuals there naturally follows a 


The London branch of the National City Bank of 
New York “carries on” despite extensive damage 
incurred during a recent German air raid. 
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demand for service such as is now per- 
formed by the personal trustee to in- 
sure, in so far as possible, the contin- 
uity of the estate and the income there- 
from to the heirs. Until private for- 
tunes are created there is no demand 
for this service though the administra- 
tion of existing business would require 
its continued existence even after new 
fortunes ceased to be established. 


New Frontiers and Discoveries 


INCE wealth is closely associated 

with ownership of large natural re- 
sources, it follows that the creation of 
private fortunes is closely identified 
with the development of virgin terri- 
tory. Close study indicates that there 
are several very distinct stages of its 
development. This has been particul- 
arly true in the United States and his- 
tory tells us the trend here has been no 
exception. 


In the earliest stage of development 
of a new community the activities of ex- 
plorers, adventurers, and fortune seek- 
ers shape the new order. These groups 
are highly individualistic and as such 
do not take kindly to interference by 
any government. In fact the whole 
economy is so loosely held together that 
there is no real way for government to 
enforce its will, nor does it desire to do 
so. Life in this earliest stage is not 
complex and ample opportunity exists 
for all to share in some measure in the 
growth and development of the whole 
society. 
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In such a setting the individual is 
free to explore the possibilities for 
wealth accumulation either directly or 
indirectly. And whether it results 
from the discovery of some valuable 
natural resource, the construction of a 
railroad, the sale of cheap land to new 
colonists, or merely the natural increm- 
ent in the value of land already owned, 
conditions are ripe for the creation of 
numerous and substantial private for- 
tunes. 


The Transition Stage— 
Development of Trust Business 


S the economy matures, however, 

there is a gradual decrease in the 
number of additional or new natural 
resources which are available to be de- 
veloped for the individual’s gain. Con- 
sequently, greater attention is given to 
the possibilities of individual wealth 
creation by the development of new in- 
dustries or improving existing methods. 


In the meantime life in the community 


becomes more complex and demands for 
some governmental check on individual 
initiative begin to appear. Here for the 
first time business is regulated and 
though the initial step is not serious, 
it marks the introduction of govern- 
mental control over the private enter- 
prise system. It is a significant devel- 
opment, for though the free enterprise 
system continues to be the controlling 
force in the economy, this change reflects 
the attitude that interests other than 
those of the individual must be consid- 
ered. 


It is in this second stage that the per- 
sonal trust business is developed. In- 
dividuals who have accumulated large 
fortunes in earlier periods begin to give 
some thought as to how these fortunes 
may best be preserved for their heirs. 
The number of trustee appointments in- 
creases rapidly, but as private initia- 
tive is still the dominating economic 
philosophy there is very little legisla- 
tive control exercised over the trustee’s 
actions. The cost of doing the business 
is not great, and it is done on a profit- 
able basis. 





The Search for “Safety” 


N the third stage considerable change 

is evident. Fewer natural resources 
remain to be discovered, and the in- 
creased complexity of life creates a 
greater demand for more governmental 
intervention in the daily affairs of the 
community. Governmental regulation 
expands and the freedom of private ini- 
tiative is further restricted. In fact in 
the late stages of the period government 
may, (depending on the type of public 
control adopted) replace the private in- 
dividual as the most important motivat- 
ing force in the economy. Costs of gov- 
ernment rise, resulting in a sharp ex- 
pansion in taxation. And private capi- 
tal, no longer certain of expanding pro- 
fits, withdraws from risk ventures and 
seeks safely in those mediums regarded 
as the safest and soundest of the day. 

This condition naturally brings with 
it a decline in the return on capital. In 
the matter of investing funds great em- 
phasis is placed on safety of principal, 
with income a secondary consideration. 
The personal trust business continues 
to expand due largely to the creation of 
trusts by those who accumulated per- 
sonal wealth in earlier periods. Some 
business is obtained, to be sure, as a re- 
sult of fortunes created within the pe- 
riod but toward the end of the era a 
noticeable decline in the amount of new 
business obtained is evident. 

The decrease in new business is not 
the only change experienced by the 
trustee. Over-expansion of industry in 
previous periods, new industries spring- 
ing up to replace older ones, and closer 
public control, with its consequent 
higher taxation, all may bring with them 
an increase in business failures thus 
creating new problems for the trustee. 
Costs of administration rise and this 
coupled with a decline in both the vol- 
ume of new business as well as a lower 
return on capital, shrinks the trustees’ 
profits to negligible proportions. 


Restricted Prospects 


ROM this point on the outlook for 
the personal trust business becomes 


less promising. Fewer natural re- 
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sources to be exploited, more rigid gov- 
ernmental control, and taxes at levels 
which not only prevent the accumula- 
tion of personal wealth, but at the same 
time discourage venture capital from 
taking risks, dry up the sources which 
supply private wealth and additional ° 
trust business. At the same time, in- 
creased costs of doing business in com- 
bination with a lower income return re- 
strict the profitability of business ob- 
tained in earlier periods. 

It is not to be inferred that wealth 
will cease to be accumulated by indi- 
viduals. At least so long as the pri- 
vate enterprise system is not discarded 
completely, some savings will be pos- 
sible, although on a much smaller scale 
than formerly. But the sources from 
which such savings come may be 
changed as government spending and 
planning becomes the directing force in 
the life of the community. 

Perhaps the most desirable condition, 
from the trustees’ viewpoint, is mid- 
way between extreme governmental con- 
trol, and extreme free enterprise. In 
this area individual wealth accumula- 
tion would still be possible while at the 
same time public regulation would be 
sufficiently strong to require ethical 
practices in business, as well as a full 
revelation of facts concerning indivi- 
dual businesses to investors. This con- 
dition would greatly aid intelligent man- 
agement of funds under the trustees’ 
care. It is evident, however, that ex- 
treme public control over business, as 
well as the factors which bring it about, 
are detrimental to the growth of the 
personal trust business. 
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MANUFACTURERS 
TRUST COMPANY 


Condensed Statement of Condition as at close of business 


December 31, 1940 


RESOURCES 


Cash and Due from Banks ....... $388,847,896.81 
U. S. Government Securities. . . - 326,449,036.83 
State and Municipal Bonds... i 30;843,326.09 
Stock of Federal Reserve Bank - 2,242.450.00 
Other Securities......... ; 42.456.911.76 


Loans, Bills Purchased and 

Bankers’ Acceptances ..... -  215,187,558.00 
Mortgages ea 19,817,144.93 
EE SE ee ee a 12,242,189.52 
Other Real Estate Equities ....... 3,019,958.32 
Customers’ Liability for Acceptances . 7,059,581.10 
Accrued Interest and Other Resources 2.293,209.09 


$1,050,459,262.45 


. 


LIABILITIES 


Preferred Stock. .... $ 8.749,520.00 
Common Stock ..... 32,998,440.00 
Surplus and 

Undivided Profits .. 40,986,644.69 
OT OE 
Reserve for Preferred Stock 

Smee PUNE. «0 ss 21,594.86 
Common Stock Dividend 

(Payable January 2, 1941) 
Preferred Stock Dividend 

(Payable January 15, 1941) 
Outstanding Acceptances . 


Liability as Endorser on 
Acceptances and Foreign Bills... . 350,000.09 
PUGENE bt eescccctecesces SiS 


$1,050,459,262.45 
Principal Office: 55 Broad Street, New York City 


67 BANKING OFFICES IN GREATER NEW YORK 


82,734,604.69 
4,873,323.50 


824,959.00 


218,738.00 
7,726,982.32 


European Representative Office: 1, Cornhill, London, E. C. 3 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 


Both Common and Preferred shares have a par value of $20 each. 
The Preferred is convertible into and has a preference over the 
Common to the extent of $50 per share and accrued dividends. 





Prices and Price Control 


JULES BACKMAN 
School of Commerce, Accounts and Finance, New York University 


HE area of government price con- 

trol has expanded considerably 
during the past two decades. Every 
important belligerent adopted extensive 
price controls during the first World 
War. Although many of these controls 
were abandoned thereafter, the relative 
success attending their use in the war 
period made such controls appear to be 
more desirable to many persons as a 
palliative in the post war period than 
had been the case before the war. 


Every leading country attempted 
price controls—direct or indirect—after 
the World War. Most of these controls 
were concerned with raw materials and 
were directed to the prevention of price 
declines. Probably every important 
agricultural product and raw material 
was controlled in some country at some 
time in some manner during this pe- 
riod. Widespread control over manu- 
factured products was confined largely 
to Russia, Italy and Germany. In these 
latter countries controls were, in many 
cases, extended far beyond those used 
in the World War. 


The outbreak of the second World 
War in 1939 led to the immediate adop- 
tion of comprehensive price controls in 
England and in France as well as the 
continuation and intensification of the 
former controls in Germany. During 
the first few days after war was de- 
clared practically every important raw 
material was price-controlled in Eng- 
land. Within four months these con- 
trols had been extended to cover a large 
number of products sold at retail. Less 
comprehensive controls were _ estab- 
lished in Canada, New Zealand and the 
other Empire countries. In Canada, 
prices were fixed temporarily for wool 
and bread. Late in 1940 an extensive 
system of rent control was set up; var- 
ious products entering into foreign 
trade were also controlled. 


Scope of Laws and Compacts 


HESE developments were paralleled 

by those in the United States. Al- 
though the war time controls were com- 
pletely abandoned in the post war pe- 
riod, here, as abroad, the “memory lin- 
gered on.” Agitation for aid to agri- 
culture culminated in the establishment 
of the U.S. Federal Farm Board in 1929. 
This represented the first major step 
toward government price control in the 
United States during the post war pe- 
riod. Of course, during this time pri- — 
vate price controls were flourishing, and 
between a “liberal” interpretation of the 
anti-trust laws by the Supreme Court, 
the laxity of their enforcement by the 
Department of Justice, the growth of 
trade associations, etc., business men 
had a “field day” fixing prices. 

The NRA and the AAA marked a wide 
extension of the area of government 
price control and price control with 
government sanction. Minimum price 
fixing, production control, marketing 
controls, plow-up campaigns, loan pro- 
grams—all the terminology of controls 
—became a part of our everyday voca- 
bulary. It is interesting to note that 
many of the devices adopted were not 
new. Thus a plowup campaign was 
conducted in Virginia more than 250 
years ago in order to raise the price of 
tobacco by destroying growing plants. 

After the NRA was declared uncon- 
stitutional in 1935 many of the controls 
covered by the codes were extended by 
special legislation. The labor objectives 
were carried forward under the Nation- 
al Labor Relations Act. Direct control 
over coal was established by a special 
piece of legislation and oil was con- 
trolled in part by a new device—the In- 
terstate Compact between producing 
states. But price control for other pro- 
ducts was largely abandoned except as 
noted below. 
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Retail prices were controlled with the 
approval of government in certain fields 
—especially drugs, books, liquors—un- 
der the so-called “fair trade” acts 
adopted by 44 states and the Miller-Tyd- 
ings Act which permitted these controls 
in interstate business. Grocery pro- 
ducts were affected by the “Unfair 
Practices Acts” which were enacted by 
more than half the states . Thus, al- 
though the area of price control was 
narrowed, it is clear that controls were 
much more numerous than before 1933. 
The original AAA was also declared 
unconstitutional by the Supreme Court 
but its objectives were included under 
the Soil Conservation Act passed in 1936, 
and a new AAA enacted in 1938. Milk 
prices and production were also con- 
trolled by many states. 


Preludes to Symphony of Action 


HAT a modest amount of price con- 

trol may only be the prelude to 
more extensive control is well illus- 
trated by the developments in connec- 
tion with agricultural products. Un- 
der the Farm Board, wheat and cotton 
were the major commodities affected— 
and in these cases the main instruments 
of control were the loan programs and 
the purchase of “excess stocks.” A 
continued deterioration in the position 
of these two products, caused in part 
by the Farm Board program, led to the 
more comprehensive controls embodied 
in the AAA. Under the Act, the loan 
programs of the Farm Board were sup- 
plemented by production and market- 
ing controls. Furthermore, under the 
AAA, 13 additional commodities were 
designated as basic and were brought 
successively under control. Marketing 
programs were adopted for an even 
larger number of products not included 
in this group. Partial control, in this 
case as in many others, had to be super- 
seded by more complete control—and 
one of the reasons for the more com- 
plete control has been these partial con- 
trols. 


Now with the intensification of our 
defense preparations, measures to con- 
trol prices are being given additional 
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emphasis. The Advisory Commission 
to the Council of National Defense in- 
cludes one member whose major con- 
cern is with raw material prices. Other 
members of the Commission are also 
concerned with price movements. In 
the defense economy the emphasis is 
being placed upon control to prevent 
unnecessary price rises as compared 
with the peace time controls which are 
usually directed to prevent price de- 
clines. 

Thus far, no resort has been had to 
direct price controls but a number of 
measures to control prices indirectly 
have either been adopted or are likely 
to be adopted in the near future. Con- 
ferences, negotiation, publicity and oth- 
er types of pressure have been used to 
prevent sharp price advances. Other 
measures include export controls, ac- 
quisition of stock piles, and priorities. 
It seems clear that as the defense effort 
progresses, the area of control will be 
extended. The close attention paid to 
prices by the Defense Commission at 
the present time is in sharp contrast 
with the lack of activity in this sector of 
the economy by its predecessor just 
prior to our participation in the first 
World War. 


War Stimulus to Informal Restrictions 


HE experience in other countries 

indicates that should the United 
States become a direct participant in 
the current conflict further widespread 
price controls and controls over demand 
would be instituted. But the area of 
formal control need not be so extensive 
as is sometimes assumed. For many 
products, informal controls play a more 
important role. Thus producers may 
agree voluntarily to institute priorities 
or to ration goods for which shortages 
may prevail. A great deal can be 
achieved by cooperation and in times of 
war, such cooperation is usually forth- 
coming. 

In cases where the entire output or a 
large proportion of the output is pur- 
chased by the government, prices are 
determined by negotiation and the 
necessity for imposing direct controls 





does not exist. In other cases, where 
the government is a large purchaser, 
it may “suggest’ what it considers to 
be “fair prices” for the civilian sales 
instead of instituting a more formal 
control. Negotiation will also prob- 
ably be effective when the supply is pro- 
duced by only a few companies. It is 
most likely that formal controls will 
have to be instituted over products used 
by the government for national defense 
(except the situations noted previous- 
ly), necessities of life, important im- 
ports and exports, and products whose 
markets have been upset or disorgan- 
ized because of the war. 

For products falling into these cate- 
gories, it is likely that maximum prices 
will be fixed, priorities or rationing 
adopted, a licensing system instituted, 
etc. The intensiveness of the controls 
adopted will be determined by the in- 
tensiveness of the war effort and the 
proximity to the scene of battle. Evi- 
dence from the current conflict sug- 
gests that a belligerent who is not on 
the scene of battle will probably adopt 
fewer controls than one who is there 
(c.f. Canada vs. Great Britain). 

While the area of government price 
control] has been expanding, the govern- 
ment, through a revitalized anti-trust 
division, has been attempting to narrow 
the area of private price fixing. Con- 
spiracies to fix prices and restrain trade 
in the building industry, lumber and 
glass, have been attacked with some 
degree of success. Attention is now 
being turned to the foods industries. 
The disclosures before the Temporary 
National Economic Committee concern- 
ing patents and other devices to con- 
trol prices may lead to further actions 
against private price fixing. 


Purchasing Power Diversion 


T is often suggested that the “sale of 

bonds to the public instead of using 
the banks for financing government de- 
ficits’” would be an effective means of 
price control because it would prevent 
an expansion in the volume of deposits 
and because it “takes purchasing power 
from the public and hands it over to the 
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government.” It seems to the writer, 
however, that this procedure would not 
produce all the results which its adher- 
ents claim and would not, therefore, ob- 
viate the need for more direct controls. 
The immediate effects of the sale of 
bonds to the public under present con- 
ditions can be almost as inflationary as 
the sale to banks. 

It is true that the latter procedure 
would create more deposits, expand the 
credit base and hence the potential in- 
flation by the extent of the financing. 
However, such financing would have an 
effect upon prices only because it in- 
creased the amount of active deposits. 
But if the government sells bonds to 
the public and a large part of the pres- 
ent idle deposits are thereby made ac- 
tive the effect can also be very infla- 
tionary. The former line of reasoning 
overlooks the huge volume of deposits 
which have been created in the past 7 
years and which, to date, have not had 
the inflationary repercussions antici- 
pated in many quarters because of the 
failure of the holders of these deposits 
to utilize them. 

Furthermore, the only way in which 
a sale of bonds to the public could divert 
purchasing power from the public to 
the government is by compelling the 
purchasers to pay for the bonds with a 
part of their current income and pro- 
hibiting them from replenishing this in- 
come from their idle deposits. Unless 
such a prohibition were made effective 
there would be available the purchas- 
ing power of the public plus that of the 
government and hence, the required 
diversion would not take place. 


How It Works 


NDER these circumstances the in- 

creased effective purchasing power 
would be competing for the limited sup- 
ply of products just as effectively as 
would be the case if this financing were 
undertaken through the banks. The 
situation may be illustrated as follows: 
assume an individual has an income of 
$4,000 a year and savings of $2,500. 
If he buys government bonds to the ex- 
tent of 10% of his income, or $400, he 
can withdraw that $400 from the bank 
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where it is now probably idle and in 
that way maintain his current purchas- 
ing power intact. All that has hap- 
pened is that the composition of his as- 
sets has changed to $2,100 in cash and 
a government bond of $400. His idle 
deposits have become active. 


Thus, unless some technique were de- 
vised to restrict the use of idle depos- 
its by the purchasers of government 
bonds—a situation which most persons 
will agree would be undesirable—a sale 
of bonds to the public, would not, at 
least in the early stages, fully accom- 
plish the desired objective of diverting 
purchasing power to the government 
from the public. Only a heavy tax pro- 
gram could effectively accomplish this 
objective. 


It is probable that in the hustle-bustle 
which attends a war, price controls— 
direct and indirect—will be imposed to 
a greater extent than is warranted. 
These controls should be instituted only 
after careful study. Where the price 
system adequately performs its func- 
tion of allocating scarce resources with- 
out excessive price rises, it should not 
be strait-jacketed in control. Where 
this function cannot be performed be- 
cause of the abnormal conditions of de- 
mand and the disruptions to supply, 
some type of control will be necessary. 
Common sense would dictate, however, 
that these controls be set up in such a 
fashion as to keep at a minimum the 
maladjustments which have attended 
price controls in the past. 





Elements of Inflation 


“The elements are with us that make for 
inflation and a wartime boom in prices. Gov- 
ernment and industry alike are determined 
that this shall not occur. It can be prevent- 
ed without government compulsion if, and 
only if, every company, every industry and 
every organized group in the country will 
firmly embrace and accept the principle that 
prices and wages shall not be advanced ar- 
bitrarily to take advantage of the situation 
created by the defense activity. 


—Philip D. Reed, Chairman, General Electric 
Co., before Congress of American Industry, Decem- 
ber, 1940. 









Che 
Cleveland 
Crust Company 


Cleveland, Ohio 


CONDENSED STATEMENT OF CONDITION, DECEMBER 31, 1940 


ASSETS 
Cash on Hand and in Banks ....... 


United States Government een direct 
and guaranteed. . ... . + ++ eo 


State, Municipal and Other Beade and Invest- 
ments, including Stock in Federal Reserve 
Bank, less Reserves ... . <a 


Loans, Discounts and Advances, a een ' 


Banking Premises (including investments and other 
assets indirectly ae bank premises) less 
Reserves ... : & ae eee 


Other Real Estate including i investments and other 
assets indirectly representing other real estate) less 
Reserves 1. 3s 6 + oe h «ew 


Other Resources, less eee ae a a ae 


Customers’ Liability on Acceptances Executed 
| ee ee ee ee ee 


wee 3. 6 oe eee 


LIABILITIES 


Capital Notes . ... . « $ 13,000,000.00 
(Subordinated to Deposits and 
Other Liabilities) 


eae ee ee 13,800,000.00 
Surplus and Undivided Profits 6,121,115.15 
Reserve for Contingencies . 751,826.63 


Retirement Fund for Capital 
Notes and Accrued Interest 
to February 1,1941 ... 596,602.25 


DEPOSITS 
Demand. ...... + $ 223,638,293.81 
WE. 2. SG) Hae 185,352,386.11 


Estates Trust aera 
(Preferred) . ae 16,964,944.21 


Cospanett'tmenGegunaees 
(Preferred) . . . . - . ___11,003,720.18 
Accrued Taxes, Interest, etc. 
ee ee ee 
Acceptances Executed for Customers ... . 
, ee ee 


$ 209,112,381.93 
99,335,420.71 


7,333,453.18 
147,149,894.96 


6,211,088.11 


4,767,334.25 
1,729,179.44 


141,507.30 
$ 475,780,259.88 


34,269,544.03 


436,959,344.31 


1,555,769.98 
2,854,094.26 


141,507.30 
$ 475,780,259.88 


United States Government Obligations and other assets carried at $17,076,712.07 
are pledged to secure public funds and trust deposits and for other purposes as 


required or permitted by law. 


MEMBER FEDERAL RESERVE SYSTEM 
Member Federal Deposit Insurance Corporation 
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SERVING COMPLETELY 
IN MATTERS OF TRUST 


Under today’s conditions, the complexities of probate 
matters, estate management, and corporate trusts call for 
experienced, specialized handling. To each such trust in 
its care, The Northern Trust Company brings a skill ac- 


quired through fifty years’ successful operation. Your 


inquiry concerning the complete, experienced fiduciary 


services rendered by this institution is invited. 


THE NORTHERN 
TRUST COMPANY 


50 SOUTH LA SALLE STREET, CHICAGO 


Member Federal Deposit Insurance Corporation 





Changing Channels of Loan Financing 


WILLIAM ADAMS BROWN, JR. 
Associate Professor of Economics, Brown University, Providence 


ANKERS, like other patriotic citi- 
zens, are anxious to promote the na- 
tional effort to meet the needs of the pre- 
sent crisis by every means at their com- 
mand. The scope of their initiative in 
day to day business, and the degree of 
control which they can exercise over the 
broad issues of monetary policy have, 
however, become restricted in various 
ways. They occupy a new position in 
the private enterprise economy. As com- 
pared with the situation at the outbreak 
of the last war private banking initia- 
tive is today exercised in a different way, 
and stands in a different relationship to 
public initiative and public control. 
The most significant changes in this 
respect are not to be found in the in- 
creased amount of regulation to which 
banking has been subjected in recent 
years, but rather in the gradual loss by 
commercial banks of some of their most 
important economic functions. This is 
apparent in the changes that have taken 
place in the character and distribution 
of their assets. The decline in the rela- 
tive importance of the commercial loan, 
and the increase in the relative impor- 
tance of cash, government securities and 
collateral loans is a measure of the loss 
of private initiative in American bank- 
ing, but it is a measure that must be 
used with a good deal of caution. 
Bankers are as important as they ever 
have been in providing the community 
with a means of payment, but they are 
less important than they ever have been 
in directing economic activity. This 
function they still retain in a measure, 
of course, but they have had to share 
some of it with others—partly with gov- 
ernment lending agencies of all sorts, 
and partly with other types of private 
financial enterprise — the finance com- 
panies in particular. Initiative in the 
direction of economic activity has also 
escaped in large measure from the in- 
fluence of lenders of all types and passed 


into the hands of holders of bank depos- 
its who are in debt to no one. 


Transfer of Distributive Function 


HIS situation has developed slowly 

by a series of steps: First—the 
growth in the relative importance of the 
loan on collateral as compared to the line 
of credit loan, which substituted for a 
close and intimate relation a loose and in- 
direct connection between the ultimate 
source of the deposits—the commercial 
banks—and the users of the deposits. , 
This began to be very noticeable as early 
as 1924, 

Second—the creation of a large amount 
of deposits as a direct consequence of 
our imports of gold and silver—deposits 
that cannot be eliminated by the banking 
system by any initiative taken by the 
bankers themselves. 

Third—the liquidation during the de- 
pression of a large amount of loan 
created deposits and their replacement 
by deposits created through the purchase 
of government bonds. 

Fourth—the creation of a large addi- 
tional volume of deposits through fur- 
ther purchases of government bonds. 

Fifth—the provision of working capi- 
tal to other types of lenders through 
substantial loans to finance companies 
and other new types of lender. 

Except for the first, these developments 
all meant that the commercial banks were 
creating deposits for others to distri- 
bute. With part of these deposits the 
government created a very comprehen- 
sive new banking system, beginning with 
the Reconstruction Finance Corporation, 
and the non-banking lenders have created 
a great system of consumer, discount 
and installment credit. The great bulk 
of government lending was not direct- 
ly competitive with the business that 
banks having demand deposits were 
equipped to transact, and the new lend- 
ing by the finance companies was also 
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not what had in the past been considered 
genuine commercial banking business. 
It introduced credit at a different stage 
in the production and distribution of 
goods, however, and therefore reduced 
the demand for commercial loans of the 
traditional type at the source. A belated 
recognition of this fact has in recent 
years induced the commercial banks to 
enter into the new fields, and in this they 
have been aided by a different conception 
developed by the examining and regulat- 
ing authorities as to what constitute pro- 
per assets for a commercial bank. 


International Financing by Legislation 


N the field of banking, or more broad- 

ly, credit extension, we are entering in- 
to a second period of war financing with 
private banking initiative diffused, bank- 
ing influence on the direction of econ- 
omic activity greatly reduced and with 
a well established though recent tradi- 
tion of government responsibility for the 
distribution of a large part of the depos- 
its created by the banks. In this new 
period of war finance, moreover, private 
banking initiative is almost automatic- 
ally excluded from certain fields in which 
it played a great role in the last war, of 
which foreign lending was the most im- 
portant. 

The private initiative under which J. 
P. Morgan and Co. acted as fiscal agents 
for Great Britain and France and sup- 
ported the sterling and franc exchanges 
by placing treasury bills in this market 
and the private initiative which went 
into the organization of the Liberty Loan 
campaigns, the arranging of acceptance 


Courtesy ‘“‘Monetary Times” of Toronto 
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credits for belligerents, the formation of 
the Capital Issues committee, the ra- 
tioning of credit on the stock exchange 
and other similar activities will probably 
not be called for. 


Instead we have the Export Import 
Bank which can make political loans 
without violation of the Johnson Act, 
the Exchange Stabilization Fund, and 
the transfers under the Lend-Lease bill 
of large advances to Great Britain en- 
tirely out of the banking and credit 
sphere. The bank deposits necessary to 
finance the aid to Britain and defense 
effort are already in existence. Instead 
of quotas assigned by the Treasury tell- 
ing banks how many government securi- 
ties they must purchase each week we 
have the Eccles recommendation (refer- 
red to elsewhere in this issue) setting 
up machinery to avoid further sales of 
government securities to banks and the 
further large scale creation of deposits. 


Integrating the Money Streams 


HE program is how to transfer ex- 

isting deposits from the hands of 
the holders to the government and the 
defense industries. Private banking in- 
itiative cannot by itself successfully ac- 
complish this task. It cannot reduce 
loans to applicants whose activities are 
not directly related to national defense, 
for its assets comprise a relatively small 
proportion of commercial loans of this 
type, and therefore the new deposits it 
creates by defense lending will create 
new deposits. Since a large part of their 
own investments are in government 
bonds, the banks cannot shift their ex- 
isting portfolio to make room for the 
purchase of additional government bonds, 
but if they do not do this the purchase 
by them of additional government bonds 
will create new deposits. The banks also 
cannot control the rate at which the idle 
deposits created against gold and silver 
imports and government bond purchases 
in the first instance will be turned over 
under the stimulus of an active war 
boom. 


The banks, the finance companies and 
the government lending agencies together 
can supply the initiative needed to facili- 
tate the transformation of this country 





COMPLETE TRUST SERVICE IN GEORGIA 
through ten offices in six cities 


into a country working for total defense, 
but whether this effort will result in an 
ever increasing volume of deposits turn- 
ing over at an ever increasing velocity 
is outside the scope of private banking 
initiative. It requires the cooperation 
of the government in one vital respect— 
that is, a willingness of the government 
to acquire the deposits that it needs out 
of the existing supply by taxation and 


such borrowing is that the government 
shall pay a return on its securities that 
will induce investment of real savings 
in government bonds. 

What is needed is private and govern- 
ment initiative in banking, and govern- 
ment control—including sufficient self 
control to permit the Treasury to see 
beyond the short run advantages of an 
artificially low interest rate on govern- 


ment securities, and to realize the real 


by borrowing from those who now hold 
costs involved in inflationary finance. 


deposits. The necessary condition of 


HAVE YOU REGISTERED IDLE PLANTS OR MACHINES? 


OES YOUR BANK OWN, ACT AS TRUSTEE, OR MORTGAGEE IN POSSES- 

SION OF ANY IDLE MANUFACTURING FACILITIES WHICH MIGHT BE 
ADAPTED TO ANY PHASE OF THE NATIONAL DEFENSE PROGRAM FROM 
THE AIRPLANE INDUSTRY TO THE ZIPPERS FOR CLOTHING? IF SO, IT IS 
SUGGESTED THAT CONTACT BE MADE WITH THE EXECUTIVE OFFICER OF 
THE PROCUREMENT DISTRICT NEAREST THE LOCATION OF THE PLANT IN 
QUESTION GIVING DUE CONSIDERATION TO THE TYPE OF WORK CAPABLE 
OF BEING TURNED OUT BY THE FACILITY IN DETERMINING WITH WHICH 
BRANCH OF THE SEVERAL SERVICES CONTACT SHOULD BE MADE. FOR 
INSTANCE, CLOTHING FACILITIES WOULD CONTACT THE QUARTERMASTER 
WHILE MANUFACTURERS OF HEAVY METAL PRODUCTS WOULD CON- 
TACT ORDNANCE, ETC. 


MACHINE TOOL FACILITIES MAY BE ESPECIALLY VALUABLE FOR SUB- 
CONTRACT WORK OR LEASE IN YOUR COMMUNITY OR TO A NEARBY HOLD- 
ER OF DEFENSE CONTRACTS. COORDINATION BETWEEN BANK OFFICERS 
IN CHARGE OF DEFENSE LOANS AND OFFICERS IN CHARGE OF INDUS- 
TRIAL PROPERTIES MAY PRODUCE OPPORTUNITIES FOR MUTUAL SERVICE, 


A MOST INTERESTING APPROACH TO COORDINATING BOTH IDLE 
EQUIPMENT AND IDLE MEN WITH THE EXCESS OR SPECIAL REQUIREMENTS 
OF PLANTS OPERATING AT CAPACITY ON DEFENSE CONTRACTS, IS THE 
YORK PLAN, NOW IN SUCCESSFUL OPERATION IN YORK, PA. OPERATED 
BY THE DEFENSE COMMITTEE OF THE MANUFACTURERS ASSN. A COM- 
PLETE INVENTORY OF MACHINE TOOLS HAS BEEN TAKEN IN THAT CITY, 
SHOWING FOR EACH WEEK THE HOURS ANY MACHINE IS AVAILABLE FOR 
“FARMING OUT” WORK. A SIMILAR INVENTORY IS BEING MADE OF 
SKILLED LABOR AND THE CLEARING HOUSE IDEA HAS ALREADY OVER- 
COME MANY BOTTLENECKS AND PUT OTHERWISE IDLE FACILITIES TO 
USE IN SPEEDING UP GOVERNMENT WORK. 


*See New York Times of January 16th, page 18. 
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THE 


NEw YORK TRUST 
COMPANY 


100 BROADWAY 
MADISON AVENUE AND 40Tu ST. ONE EAST 571Tx ST. 


CONDENSED STATEMENT OF CONDITION 
At the close of business, December 31, 1940 


ASSETS 


Cash on Hand, and in Federal Reserve and Other 

Banks. . . . + + $202,133,773.56 
Exchanges, Collections and Other Cash Items - . 40,683,141.68 
United States Government Obligations — Direct 

— ee a er eer by Aye 2 OE 
Other Bonds and Securities. . . male 20,901,152.53 
Loans, Discounts and Bankers’ Acceptances eg 106,722,134.14 
Interest Receivable, Accounts Receivable 

Other Assets... e a3 
Real Estate Bonds and Mortgages. BA ds ‘sa. ooh 


1,563,003.32 
3,869,090.98 


781,337.33 
2,093,904.71 


$552,277,903.02 


Customers’ Liability for Acceptances . . . 747,618.40 


Equities in RealEstate. . . 
Banking Premises—Equity and Leasehold 


LIABILITIES 
Deposits. . . $495,080,651.15 
Outstanding and Certified Checks 12,859,947.25 $507,940,598.40 
Dividend Payable January 2,1941 . .. . ‘ 625,000.00 
Accounts Payable and Other Liabilities. . . js 1,256,882.61 





Acceptances . « « «+ « «+ « « 939,989.67 
Reserve for Contingencies . 4 1,000,000.00 
ae > . « ££ < 2 2 ee 12, 500, 000.00 
Surplus . a a a 25,000,000.00 
Undivided Profits i oe ae 3,015,432.34 40,5 15,432.34 

$552,277,903.02 


United States Government obligations are carried at amortized cost. Government 
obligations and other securities amounting to $5,987,940.84 in the above statement 
are deposited to secure public and trust deposits and for other purposes required by law. 


TRUSTEES 
Malcolm P. Aldrich William Hale Harkness 
New York New Yor 


Mortimer N. Buckner F. Trubee Davison B. Brewster Jennings 
Chairman of the Board President, American Socony-Vacuum Oil Co., Inc. 


James C. Colgate Museum of Natural History Howard W. Maxwell 
Jas. B. Colgate & Co. Russell H. Dunham New York 


se Chairman of the Board 
Cook ee > Hercules Powder Company may Ay + s 


& Greenman ‘ 
Samuel H. Fisher D S 
William F. Cutler Litchfield, Conn. ean Sage 5 
Vice-President fi Sage, Gray, Tedd & Sims 
American Brake Shoe & Fdy. Co. Artemus L, Gates Vanderbilt Webb 
Francis B. Davis, Jr. President New York 
ident Medley G. B. Whelpley 


Pres 
United States Rubber Company Guggenheim Bros. 
Member of the Federal Deposit Insurance Corporation 





The Securities Markets 


JOHN W. 


HESSION 


G. A. Saxton & Company, New York 


IGNIFICANT as an accurate barom- 

eter of financial opinion at least, is 
the decline in market value of New York 
Stock Exchange memberships. No bet- 
ter illustration of cause and effect—as 
related to public control—is available in 
readily recognizable form. 

The Securities and Exchange Act em- 
bodied the venting of public wrath upon 
the financial community. By virtue of 
the supervisory powers over the primary 
financial markets which were vested in 
the S.E.C., the breakdown of the concen- 
tration of traditional financial leadership 
in Wall Street was begun in 1933. The 
rights of the investing public have been 
more and more restricted ever since, 
under the guise of protection for the un- 
wary. The hapless beneficiary of these 
ministrations—the investor—now some- 
times longs for the return of the old 
knock-down and drag-out days of un- 
bridled speculation, when he could bet 
his money and watch the ticker ink out 
his good or bad fortune and never lose 
more than the sum actually at risk. 

Washington, D. C., is the new center 
of financial power. Wall Street has been 
stripped of its cloak of legendary impor- 
tance. Rising hotel rates at the nation’s 
capital have kept pace with the decline 
in market value of New York Stock Ex- 
change memberships. 

The pattern of public control, as we 
now see it in the investment market, was 
fashioned by the jig saw of economic 
experimentation by government. Many 
controls instituted for the purpose of 
correcting specific evils developed new 
ones, or maladjustments, in turn requir- 
ing further controls, going far beyond 
the original evil. A conglomeration of 
such performances enacted over a period 
of eight years, superimposed upon a na- 
tional economy already suffering from 
the shock of a severe hangover, has re- 
sulted in the almost complete vacuum in 
which private financial initiative now 
floats. 


Practically every governmental finan- 
cial agency created during the past eight 
years is a medium of control. Those 
agencies which have played the greatest 
part in shaping the course of events per- 
taining to bond and stock investments are 
the Securities and Exchange Commis- 
sion, the Federal Deposit Insurance Cor- 
poration and the pre-New Deal Recon- 
struction Finance Corporation. Through 
these three agencies statutory power has 
been exercised to control the fundamen- 
tal forces of the capitalistic system. 

The result has been the virtual des- 
truction of individual initiative in the. 
investment securities field. Through 
purchase of preferred stock, the Recon- 
struction Finance Corporation has a di- 
rect stake in over 5,000 banks in the 
United States. The Federal Deposit In- 
surance Company exercises its statutory 
prerogative in examining banks insured 
by it on a basis which operates as a 
strong inducement to bank executives to 
choose the course of least resistance, 
namely investment in government bonds, 
rather than chance the criticism of the 
corporation’s examiners of formerly nor- 
mal “business risks.” 


Indirect Pressures 


HUS we have seen the banks half- 

coaxed, half-driven into government 
bonds on an ever increasing scale and at 
ever decreasing interest rates. In fall- 
ing over themselves to outbid each other 
for the successive issues of government 
bonds, the banks, insurance companies 
and other large investors have played 
into the hands of the politico-financiers 
and the contest of the forces of necessity 
has progressed merrily under the pres- 
sure of dammed-up funds. 

That representative cross-section of 
private financial initiative which takes 
its cue in a large measure from the 
stated investment policy of the large fin- 
ancial institutions, has seen fit to pre- 
sume this course to be the wisest. Al- 


39 





TRUSTS and ESTATES—January 1941 


LINCOLN-ALLIANCE 


BANK AND [TRuST COMPANY 


Rochester, N. Y. 


Member Federal Deposit Insurance Corporation 
Member Federal Reserve System 


most complete paralysis of financial mar- 
ket machinery has developed as a result. 
Publicly proclaiming the breakdown of 
the private banking system in the field 
of commercial. and industrial credit, the 
Reconstruction Finance Corporation long 
ago proceeded toward taking over the 
function of the banks. In so doing this 
agency of public control has been fin- 
anced by the very institutions it has 
supplanted in the lending field. 


Defensive Strategy 


ERHAPS the most difficult task for 

the bankers who have kept abreast of 
the times and who remain fully cognizant 
of the inherent dangers in the existing 
state of national financial affairs, is to 
arouse the majority of their fellow bank- 
ers to a realization of what has taken 
place thus far and to impress upon them 
the urgent necessity for immediate action 
to forestall the collapse which, many 
of them are convinced, threatens our 
whole private financial and economic 
structure. 

As government grasps in tighter em- 
brace its already considerable grip on 
finance and industry, the hesitancy of 
financial markets becomes more pro- 
nounced. To some observers this action 
signifies an utter lack of decision on the 
part of the investing public as to what 
the future may hold in store, while other 
authorities attribute it to disinterest. 
Somewhere between the two lines lies 
the real answer and we may be certain 
that the natural forces which are now at 
work will sooner or later assert them- 
selves. 


Granted the ability to maintain the 
present controls or to institute a more 
rigid set almost at will, the government 
may be able to steer a course between the 
reefs of inflation and the rocks of out- 
right state socialism. In that event it 
would appear that Government under- 
writing of a continued high level of in- 
dustrial activity—not only through the 
defense program but after — must be 
accomplished not only as a matter of pol- 
itical expediency but because terrific de- 
flation would undoubtedly follow aban- 
donment of public spending, assuming 
the continued reluctance of investors to 
risk capital. 

The heaviest burden under existing 
circumstances may logically be said to 
rest with the holders of high grade low 
coupon, long-term bonds, regardless of 
classification, while the most immediately 
hopeful media may well be low or medium 
grade bonds where obligors benefiting 
from the increased tempo of industrial 
activity may be expected to earn fixed 
charges while such activity lasts. Just 
where or when beyond such limited exer- 
cise of judgment as this, individual ini- 
tiative may be expected to creep back into 
the operations of the securities markets, 
it would take a bold man to guess. 


Appraisal of the trends and sta- 
tus of Public Controls and the evi- 
dences of, or opportunities for, pri- 
vate initiative in other financial 
fields, such as Life Insurance, will 
be presented in subsequent issues 
of the Magazine.—The Editors. 





Productive Capitalism vs. 


Distributive Socialism 


America’s Advantages in Postwar Reconstruction 


PROFESSOR LUDWIG VON MISES 
Recently Professor of International Economic Relations at the Graduate Institute of 
International Studies in Geneva, Switzerland, and previously Professor of Economics 
at University of Vienna; author of “Socialism—An Economic Analysis” 


ESTERN civilization is a civiliza- 

tion of industrial countries, as 
distinguished from agricultural coun- 
tries. The characteristic feature of an 
industrial country is that it imports raw 
materials and foodstuffs, and exports 
manufactured goods, which are for the 
most part manufactured from imported 
raw materials. 

What made the countries of Western 
and Central Europe industrial countries 
was not so much their natural resources 
as accidental historical factors. West- 
ern Europe has developed political and 
economic ideas that have given rise to 
an organization in which modern capi- 
talism can flourish. Economic liberal- 
ism and its corollaries, capitalism and 
political democracy, had their origin in 
the West, and from there, in the course 
of the 19th century, slowly spread to the 
other parts of the world. 

It is important to realize that the ad- 
vantage thus gained by Western and 
Central Europe was temporary only, and 
that it was doomed to be overtaken by 
the development of natural resources in 
other parts of the world. Viewed from 
our present state of geographical and 
geological knowledge, the cradle of 
modern capitalism must appear poorly 
endowed indeed. There are many var- 
ieties of raw materials and foodstuffs 
which cannot be produced at all in these 
countries, and many others which can 
be produced only with a greater expen- 
diture both of capital and labor than 
is required elsewhere. But the conse- 
quent transfer of capital and labor, by 
which Western Europe gave and all the 
rest of the world only received, has long 
since stopped. 


With the increased mobility of labor 
the great disparities in wages and stan- 
dards of living among different areas 
of the world gradually diminished. To- 
day, however, labor is practically coun- 
try-bound. This has the tendency to 
perpetuate and to aggravate the in- 
equalities in standards of living and. 
civilization among different nations. 
Wages are today much higher in the 
United States and in the British Domin- 
ions than even in England. 


Europe Without Foreign Capital 


O less changed is the situation with 

respect to the supply of capital. 
Foreign investment was based on the 
assumption that the rights of private 
property would be respected. Precise- 
ly the opposite was the case. Expropria- 
tion of the rights of foreign investors 
and the repudiation of foreign loans are 
considered today a regular means of 
economic and financial policy, as, for 
example, the nationalization of enter- 
prises held by foreigners. It is an ac- 
cepted practice to establish foreign ex- 
change regulations in order to nullify 
the claims of foreign creditors. 


But for the United States and the 
British Dominions, capital marched on 
a one-way route. Only rosy optimism 
could believe that the fate which the 
foreign investors and creditors will 
meet in China and British India will dif- 
fer essentially from what has befallen 
them in Russia, in Germany and in the 
Balkans. 


Until the outbreak of the first World 
War, Western and Central Europe fi- 
nanced their purchases of imported 
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food and raw materials to a great ex- 
tent by the interest on foreign loans 
and by the earnings of foreign invest- 
ment. This will no longer be the case. 
That part of foreign assets which has 
not already been lost has been confis- 
cated by the governments of the cred- 
itor countries and used for the financ- 
ing of war expenditures. The present 
war will leave Europe without foreign 
assets. 


The Western countries of Europe will 
have to face, on one hand, an industry 
without adequate equipment. Machin- 
ery used up and not properly replaced, 
machinery for the production of arms 
and military necessities which cannot 
be used for the production of goods 
which buyers in peace time demand. On 
the other hand, no way to provide the 
capital required. It is unlikely that the 
American investor, after all the expe- 
riences he has had with foreign stocks 
and bonds, and exchange restrictions, 
will be anxious to run the risk anew. 
But, even if he should be ready, his gov- 
ernment will hinder him. It is nowa- 
days one of the items on the labor pro- 
gram of creditor countries to stop the 
outflow of capital in order to render 
higher the domestic level of wages. 


Labor Destroys its Handmaiden 


HIS state of affairs spells the doom 

of European labor. Men will have to 
work in factories whose equipment is 
much poorer than the equipment of the 
competing plants abroad. The Europ- 
ean entrepreneur will have to pay on 
the world market the same price for raw 
materials as his competitors overseas, 
who produce under more favorable con- 
ditions. He will, moreover, have to sell 
his products at a lower price than his 
competitor who will be sheltered in his 
home market by protective import 
duties. The result will be low wages 
for industrial workers, which will de- 
press their standard of living to some- 
thing like Japanese levels. 


These conditions—a comparatively 
unfavorable state of material resources 
for production, an extreme scarcity of 
capital, the impossibility of emigration 
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for the excess population, and trade 
barriers in the foreign markets—will 
make it impossible to continue the pre- 
war economic policies. These policies 
were characterized by a disregard of 
vital necessities and by ignorance of the 
principal requirements of business. 
What people are accustomed to call a 
progressive socio-economic policy con- 
sisted mainly in measures resulting in a 
reduction of output and in the consump- 
tion of capital. 


Modern labor policy was designed to 
reduce hours of work, to raise wages 
above the level which industry could 
bear, and to confiscate a part of the 
capital invested in order to spend it. 
The most outstanding instances of this 
policy are the unbalanced budgets and 
the practice of embarking upon public 
works regardless of the profitability of 
the enterprise. It was a misguided 
class policy which did not understand 
the meaning of profitability within the 
framework of a capitalistic society. If 
capital is withdrawn from branches of 
business where it could pay, and invest- 
ed in activities where it does not pay, 
the result is waste of capital and the 
creation of privileges for minority 
groups. If capital is consumed or 
wasted, it is not only the entrepreneur 
and the capitalist who pays the bill. 
Other things equal, more capital means 
higher marginal productivity of labor 
and therefore higher wages. All the 
measures of modern social legislation 
which effectively restricted the quan- 
tity of capital available and the output, 
were, in the last analysis, measures 
against the masses, both as wage earn- 
ers and as consumers. 


The Bottom of the Barrel 


OR policies of this type there will be 

no room left in postwar Europe. 
Where there is a tremendous shortage 
of capital and where the entrepreneur 
lacks the means for a better equipment 
of his plant, for the purchase of raw 
materials and for the payment of wages, 
nobody can tax him or interfere with 
his management, if the wheels of the 
mills are to continue turning. Under 





such conditions there is no field where 
trade-unions could operate. There will 
be left no other taxpayer than the wage- 
earner and the consumer. Everybody 
will easily understand the problems in- 
volved, and the somewhat metaphysical 
aphorism, “the State should pay this or 
that,” will lose its undeserved prestige. 

Where all the taxes must needs be 
paid by labor, because there are no 
rents and business profits to tax, every 
increase in public expenditure will im- 
mediately shorten labor’s capacity to 
consume. The budget will be based on 
something like 
head taxes on 
great masses of 
extremely poor 
workers. The old 
slogan, “‘tax the 
rich, subsidize 
the poor,” is 
void of meaning 
where everybody 
is a have-not 
and where the 
only goal of a 
reasonable eco- 
nomic policy has 
to be to facili- 
tate the accumu- 
lation of capital. 
The labor policy 
of the tradition- 
al type, and the 
activities 
of trade-unions 
will become ob- 
solete. 


‘The same will hold true for the pre- 


war agrarian policy. In the industrial 
countries of Europe, high import duties, 
the quota system and rigid prohibitions 
of imports on the one hand, and sub- 
sidies and tax exemptions on the other 
hand made the farmer live at the ex- 
pense of the consumer. Domestic food 
prices were often three times higher 
than world market prices. It will be 
impossible to maintain this system to 
the disadvantage of an extremely im- 
poverished non-agrarian population. 
This means the disappearance of the 
greater part of agricultural production 
in these countries. 


“Convincers”’ 
coming off the line at Curtis-Wright Corp. 


Total War — Total Bankruptcy 


OR will conditions be better for ur- 

ban real estate. An impoverished 
people will hardly be able to pay rents 
sufficient for the maintenance of the 
buildings. With the decline in the 
value of real property and the income 
derived from it, mortgages will be de- 
faulted. Savings banks and insurance 
institutions will go bankrupt because 
their assets will depreciate. 


Of course there is no doubt that, not- 
withstanding the military and political 


of American Democracy 


result of the war, all bank assets will be 
valueless. Their foreign assets have 
been expropriated by the government. 
Their holdings of commercial paper, of 
loans on collateral, of government 
bonds and debentures and of mortgages 
will likewise lose their value. 

The day after the cessation of hostili- 
ties will therefore mark the beginning 
of a deep depression. Total war will 
result in total bankruptcy. It would be 
wrong to attempt to refute this by cit- 
ing the armistice day of 1918. At that 
time there were not only many Europ- 
ean countries which had not suffered at 
all, but even in the belligerent coun- 
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tries the structure of the apparatus of 
production was unshattered. And a 
very important difference is this: that 
the Jews have been practically elimin- 
ated from business. The quick recon- 
struction of economic life in Europe 
after 1918 was the work of business 
men, among whom in Central Europe 
more than 50 per cent and Eastern 
Europe more than 90 per cent were 
Jews. 


Bear Market in Magic Wands 


EOPLE will not be ready to face 

stark reality and to understand that 
nothing else can lead them back to 
prosperity than restless work. They 
will look for some artificial remedy, for 
some magic wand to change dust into 
food and clothes. Decades of dema- 
gogy have given them the conviction 
that there is some panacea against all 
economic ills. They believe that it is 
the duty of the government to discover 
it. They believe superstitiously in the 
power of financial artifices, be it stamp 
money, social credit, or anything else. 


They believe in everything but in what 


they call orthodox economics. If some- 
one explains that capital can be accu- 
mulated only by saving, they call his 
advice “dismal science.” 

There is no doubt that Europe will 
after the war have to go through a long 
period of extreme poverty. Until new 
capital is accumulated, the masses will 
live on a level not better than that of 
the infancy of modern capitalism. One 
of the consequences of this relapse will 
be an increase in the difference in the 
level of life and civilization between 
Europe and America. 

Europe will no longer be able to buy 
the quantites of American raw mate- 
rials, food and other products, which 
it used to buy formerly. Irrespective 
of the result of the war, the American 
farmer will suffer a disappointment. 
The demand for wheat, lard, cotton, 
tobacco and other farm produce in 
Europe will be curtailed. In any case, 
the international division of labor will 
be restricted, not because of govern- 
ment established trade barriers, but be- 
cause of a retrogression in European 
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production. There still are, today, some 
branches of production where Europe 
is supreme, i.e., optical instruments in 
Germany, watchmaking in Switzerland, 
fashions in Paris, cloth in Great Bri- 
tain. But there is no reason why the 
production of these articles should not 
receive an impetus in this country which 
has the advantage of being the biggest 
market for their consumption. 

Nor will impoverished Europe fulfill 
the hopes of those South American poli- 
ticians who expect to find a great out- 
let for their raw materials and food- 
stuffs. The fantastic plans for a Ger- 
man penetration of Latin America will 
fail. 


Barriers to Reconstruction 


HE most important question seems 

to be whether the United States 
will be able to contribute to a better 
and quicker reconstruction of Europe. 
It is unlikely that the American trade 
unions will in the near future lose their 
influence or change their mind as re- 
gards immigration. On the other hand, 
we may assume that the American in- 
vestor will not be hindered by the gov- 
ernment from investing his capital 
where he likes. But the problem is, 
whether the reasonable investor would 
want again to risk his capital in Europe. 
It seems indubitable, that all kinds of 
foreign investment and loans to for- 
eigners are doomed if the present state 
of international law concerning these 
matters continues to prevail. This state 
of affairs is characterized by the fol- 
lowing features: 

(1) Every government is free to re- 
pudiate its obligations or to tax as it 
likes the yield from its bonds. 

(2) Every government is sovereign 
as far as currency is involved. It may 
ad libitum devalue its currency, it may 
make unilateral changes in the value of 
the money which it owes. It has the 
right by means of foreign exchange 
regulations to rob all foreign debtors 
of their principal and interest. 

(3) Every government has the right 
to expropriate foreigners directly or 
through taxation. Even undisguised 
discrimination against foreigners is tol- 





erated if it is presented to the public 
as a measure against capital and big 
business. 

Of course, it is clear that only coun- 
tries which will be ready to abdicate 
their sovereignty in these matters have 
a chance to attract foreign capital. The 
most important financial provision in 
the new constitution of the League of 
Nations will therefore have to be the 
transfer to the League of the compe- 
tence to legislate on these matters, and 
the establishment of an efficient tri- 
bunal to adjudicate all disputes arising 
therefrom. 


It is obvious that a satisfactory state 
of international relations which would 
keep the world at peace would require 
many more encroachments on national 
sovereignties. But, under the present 
state of prevailing ideologies, it is sim- 
ply utopian to demonstrate that peace 
and good will among the nations is pos- 
sible only in a world of free trade and 
private property. It will take some time 
until mankind will be ripe again for this 
practice. 


Productive Not Distributive Economy 
Needed 


UR contemporaries have the strange 
belief that economists and bankers 
may discover some magic power which 
can rebuild the ruins at no expense to 
society. It is the duty of honest econ- 
omists to repeat again and again that, 
after the destruction and the waste of 
a period of war, nothing else can lead 
society back to prosperity than the old 
recipe—produce more and consume less. 
Reconstruction cannot be undertaken 
from without, it must come from with- 
in. It is not simply a matter of eco- 
nomic technique, still less of engineer- 
ing; it is a matter of social morale and 
of social ideologies. It can succeed 
only on the basis of a return to capital- 
ism and to the economic methods of the 
19th century. Of course, many contem- 
poraries believe that there is another 
alternative, that is, socialism. It is not 
within the scope of this essay to dis- 
cuss the pros and cons of these systems 
of social cooperation. It suffices to 
emphasize that the experience both in 
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Russia and in Germany is not conducive 
to a favorable judgment of socialist 
methods. 


The first and immediate consequence 
of the armistice and the demobilization . 
of millions of soldiers will be a tremen- 
dous amount of unemployment. Prob- 
ably some quacks will recommend, as a 
remedy, public works, labor camps and 
compulsory labor service. But who 
should pay for these expenditures? The 
problem is not busy work, but work 
which can produce the commodities 
which the producers of raw materials 
and food in non-European countries are 
ready to accept as payment. Such com- 
modities for export no government and 
no socialist management ever could pro- 
duce. For this production, entrepren- 
eurs are needed. 


The spirit of enterprise and the ini- 
tiative of business has, in the last two 


hundred years, transformed Europe 
from a continent of barefooted and half- 
starved masses into a world of mass 
consumption of goods once unknown or 
considered as luxuries. If there is any 
hope for a new upswing, it rests with 
the initiative of individuals. 


Incentive Taxation, Rather Than Pun- 
itive, Is Demand of Labor 


MATTHEW WOLL, vice president, American Fed- 
eration of Labor. Printers’ Ink, Nov. 15, 1940. 


This is a plea for free private enterprise, 
in which Mr. Woll urges a conference of 
labor and capital to formulate a program 
to present to the Government. 
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CHARTERED 1858 


United States Crust Company 
of New York 


Statement of Condition December 31, 1940 


RESOURCES 


Cash in Banks $ 94,341,123.86 
Loans 21,099,022.11 
Bills Purchased 5,936,277.84 
United States Treasury Bonds and Notes 22,500,000.00 
State and Municipal Bonds 6,232,800.00 
Other Bonds 4,921,500.00 
Stock in Federal Reserve Bank 840,000.00 
Bonds and Mortgages _.... 5,617,797.84 
Real Estate 1,900,000.00 
Accrued Interest Receivable = 323,403.75 


$163,711,925.40 


LIABILITIES 


Capital $ 2,000,000.00 
Surplus 26,000,000.00 
I ale le le 2,860,764.16 
Deposits 130,865,903.34 
Reserved for Taxes, Interest, Expenses, etc. _ 1,474,143.38 
Unearned Discount 11,114.52 
Dividend Payable January 2, 1941 500,000.00 

$163,711,925.40 


United States Government and other securities carried at $355,000 are pledged to 
secure public deposits and for other purposes required by law. 


TRUSTEES 


WILLIAM M. KINGSLEY, Chairman of the Board 


JOHN J. PHELPS JOHN P. WILSON FRANCIS T. P. PLIMPTON 
ARTHUR CURTISS JAMES BARKLIE HENRY BENJAMIN —— G 

JOHN SLOANE GEORGE de FOREST LORD JOHN HAY W NEY 

FRANK L. POLK ROLAND L. REDMOND G. FORREST BUTTERWORTH, Jr. 
WILLIAMSON PELL HAMILTON HADLEY JAMES H. BREWSTER, Jr. 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





« Colds? J y ne 7 
Tomorrow: Colds bere ey Libel kkk 


bred tals bel hint 
uyzivaKe- 


VoL. 6 Me. Ortup mee TAR @ ts bet 


Allever 
Editorial 


Between Two Worlds 


OR a long time we thought our private world was big enough. Wholly 

absorbed in the problems of our particular business, save for a glance 
at the governmental candidates once every two or four years, we felt 
safe and purposeful, with faith in a good future as we carved out our own 
careers. Engaged in the feverish and exciting activity of building a new 
continent or new industry, we were concerned with other parts of bus- 
iness or national society only when they ran directly afoul of our daily 
course. The Age of Specializaticn was the euphemistic phrase. 

But now we have been shell-shocked into realization that that per- 
spective was too narrow—that it may never again during our lives suffice 
for comfort or even security. The labor strike in California, the bombing 
of Coventry, the new budget from Washington hit the foundations of 
capital management—and the democratic system that maintains it—too 
hard to be ignored by responsible financial leaders. We must study 
reports and analyses of the great events and trends of the day realistically, 
if we are not to be their impotent victims. 

The tide of State Socialism 
has been running strong since 
the first World War, not alone in 
Europe and Asia but throughout 
a world in revolution. Many tra- 
ditions in America have been 
dramatically shattered; others 
undermined by more dangerous 
insinuations, both in political 
and economic spheres. The job 
of re-examination of a long ac- 
cepted principle is over-due; 
concentration on interior decora- 
tion of individual rooms in the 
capitalistic edifice has brought 
neglect of the common founda- 
tions. 

Is it too late to learn the rules 
of voluntary cooperation among 
all groups of our society? Have 
we lost our self-reliant spirit 
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and originality so that we too must adopt more totalitarian philosophy 
and method in order to fight effectively? 


URING the ten years’ hangover from the New Era delusion of 

grandeur, the pendulum has swung far from the laissez-faire extreme 
in the direction of government supremacy. “Social Security” is but one 
example of the trend to political reliance; federal competition with private 
financial and utility service merely reflects the transfer of public confi- 
dence from free enterprise, and the power has been further concentrated 
through defaults of Congressional control, of which the latest example 
is the blank check feature of the Aid-to-Britain bill. 

We shall not argue here the extent to which all this may be necessary 
or immediately desirable. But it is not a democratic trend; it does not 
preserve that balance of power between the whole people and the indi- 
vidual citizen which distinguished a republic from an autocracy under 
which there is no middle class and no private capitalism However, a 
promising change is taking place—cooperation among government, bus- 
iness and labor, with emphasis on “what can I contribute to the common 
defense,” not simply “what can I get?” Is it not time to apply the Good 
Neighbor policy here at home, among those groups and among all those 
responsible for the effective social as well as private use of capital? 

And before we attribute to the totalitarian system greater advan- 
tages as either a war machine or a domestic saviour than are possessed 
by the democratic process, should we not inquire more deeply? What 
less would democracies accomplish for defense if all energies above mere 
subsistence were devoted to war production? How much is due to indi- 
vidual scientific and organization abilities? Have they been superior 
mainly in their propaganda and showmanship? Is it possible that we here 
can meet the need for “Speed-Speed and more Speed” through represen- 
tative control—perhaps a bi-partisan, joint committee of Congress with 
power to pass upon appropriations with a brief time-limit? Or will we 
swing over to the other world of State control, perhaps a modified totali- 
tarianism, under the spur of the all-powerful cry of “All-out Defense?” 


After Defense—What? 


EW seem to realize that military de- 

fense is no longer America’s No. 1 
economic problem. For a problem on 
which a decision has been taken ceases 
to be a problem and becomes a task. 


Our decision for defense is taken; to 
all ihtents, unalterably. It will be a 
long, long time before we even know 
whether this decision was right or wrong 
—adequate, inadequate or excessive. 
Meanwhile, within the task we thereby 
set ourselves, there remain problems; 
not a problem. Huge as they bulk just 
now—priorities, labor and equipment 
adaptations, monetary mechanisms and 
the rest—they are merely secondary 


sequels of a decision that cannot now be 
unmade. 

After defense, what then? What suc- 
ceeds as the major problem of our eco- 
nomic life? 

When the two-ocean Navy is com- 
plete; when the 50,000th airplane takes 
the air, and all our “Panzerdivisionen” 
roll in ordered might—how then do we 
set about building (mere “re-building” 
will fall far short of our needs) a na- 
tional economy which can support all 
this, and yet leave us a life worth liv- 
ing, a nation worth defending? 

Evidence is lacking that much has yet 
been done even to study the question. 





When You Need a Chicago Fiduciary 


The Trust Department of this bank is a 
complete and fully integrated organiza- 


tion equipped in every way to co-operate 


with the attorneys and Trust Companies 


of other states in matters requiring the 


services of a Chicago fiduciary. 


AMERICAN NATIONAL BANK 
AND TRUST COM PANY 


of 


LA SACULE STREeet 


AT WASHINGTON 


Member Federa! Deposit Insurance Corporation 


There are pleas for various steps in mit- 
igation—tax changes, savings plans to 
“store up consumer demand.” Even 
those who urge these confess frankly 
that they are but palliatives. It may be 
quite true that we have at least two, 
perhaps even five years before the prob- 
lem will become acute. But by the time 
it does become so, it will already be too 
late. 

It is not one day too soon—it was not 
too soon on the day the first multi-billion 
defense bill appeared on the floor of 
Congress—to commence to study and pre- 
pare for the aftermath. 

There must come an integrated study 
of counter-measures for each dislocation 
—counter-measures related realistically 
to human wants and needs—and these 
must be aimed to coordinate in a post- 
defense program which, as a whole and 
in detail, will be not merely “self-liquid- 
ating” but inherently so profitable as 
ultimately to replace our enormous capi- 
tal losses. And, finally but perhaps most 
important of all, it is none too soon to 
start acquainting the American people 
with these realities, in the faith that a 


truly good solution must be a democratic 
solution. 


The greater the scope of the defense 
program, the greater and the more urg- 
ent becomes the need for developing its 
antidote. There is not in America a 
single institution . . . financial, industrial, 
commercial, educational, philanthropic... 
which has not as great a stake in the 
preparation of a post-defense reconstruc- 
tion program, as in the defense program 
itself. That stake may include its very 
existence as an institution. 


Every one of us is contributing today, 
of grim necessity, in taxes and in the 
diversion of energies, to the defense pro- 
gram an amount beside which any sacri- 
fice we yet need to make for a propor- 
tionately effective reconstruction pro- 
gram, will be infinitesimal. 


Why should we not also have a Peace 
Defense Commission; and one which 
would include the ablest talent of the 
financial institutions whose experience 
and concerns with capital creation and 
productivity are essential ingredients to 
national welfare? 
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The Trust Year in Review 


NCREASED earnings in virtually 

every line of industrial and commer- 
cial enterprise were reflected in the 
more than one hundred annual bank 
reports to stockholders which have 
reached this department to date of go- 
ing to press, and these increased earn- 
ings were in turn reflected in the activi- 
ties of the trust departments of trust 
institutions throughout the country. 
Virtually every bank which mentioned 
its trust department, and approximate- 
ly half of the reports received did, re- 
ported growth and increased earnings 
over the previous year. Many showed 
sizable gains in assets under adminis- 
tration, as the volume of new appoint- 
ments received under personal trust 
agreements and wills, or as trustees in 
connection with bond issues, and as 
stock transfer agents, substantially ex- 
ceeded that of the preceding year, not- 
ably in the trust departments of some 
of the larger banks. 


On the other hand, many of these 
large trust departments had to contend 
with the serious problem of a high level 
of operating expenses, especially in the 
administration of personal trusts. A 
number of banks felt that fees were not 
commensurate with the services ren- 
dered. This matter is receiving care- 
ful study on the part of trust officers 
for the purpose of finding a construc- 
tive solution that will be reasonable and 
fair from the standpoint of the fidu- 
ciaries and those whose interests they 
serve. Raising of fees on old accounts, 
whose costs substantially equal or even 
exceed compensation, to present rates, 
and closing of some unprofitable ones, 
have also done much to offset unhealthy 
profit-and-loss conditions. 


A number of banks reported appreci- 
able increases in the number of living 


trusts under administration. An inter- 
esting development in this connection, 
and also as it affects testamentary trus- 
teeship, is the increasing amount of new 
business that is being received either 
directly or indirectly from shareholders 
of the banks. 


Several of the bank statements show 
an increase in the gross income of the 
trust department over the preceding 
year, but because of increased opera- 
tion and administration costs in con- 
nection with new Federal and state 
regulations, and a general decrease in 
the size of estates under administration, 
net income is slightly lower. This ques- 
tion of the efficient and profitable hand- 
ling of small accounts is receiving a 
great deal of attention. A number of 
banks have set up common trust funds, 
where their state statutes permit, in an 
endeavor to solve this problem. How- 
ever in some states, notably New York, 
the law governing common trust funds 
is so complicated and stringent that 
such action is not feasible. 


With interest yields from investments 
substantially lower; with both Federal 
and state taxes higher, and with stock 
market inactivity depressing their in- 
come as corporate trustees and transfer 
agents, the increased earnings reported 
by many of the trust departments speak 
well for their efficient management. 
Many banks are now performing new 
services; and old ones, that the trust 
department had never given very much 
attention to, are being developed, and 
with excellent results. Many banks 
show a sizable increase in the number 
of custodian accounts, and since mort- 
gage guarantee companies have ceased 
to function, institutions and individuals 
are employing the services of trust de- 
partments for the proper handling of 
their mortgages. A number of banks 
are making significant progress in de- 
veloping this service. The pension trust 
fund is another device being developed, 
while investment management accounts 
are extending the investment service of 
trustees to many new customers. 


Most of the larger, more detailed re- 
ports either begin or end with a review 
and commentary on world conditions, 
and sound a warning against any ac- 
tion which might tend to bring about 
inflationary conditions in this country. 





Additional Speakers on Trust 
Conference Program 


Six speakers in addition to those an- 
nounced in the December issue (page 
639) will appear on the program of the 
Mid-Winter Trust Conference of the 
American Bankers Association, Febru- 
ary 4-6. All will discuss problems of 
smaller trust departments, at the ses- 
sion Wednesday afternoon, February 5, 
and their addresses will be followed by 
open discussion from the floor in which 
all trust men who attend the conference 
will be invited to participate. The 
speakers and their subjects are: 


Some Problems Common to Small 
Trust Departments: George H. Arnold, 
vice president and trust officer, Illinois 
National Bank and Trust Company, 
Rockford. 


Following Your Trust Securities: 
Carl M. Eldridge, trust officer, Newton 
Trust Company, Newton Centre, Mass. 


Mortgages: John D. Bainer, vice pres- 
ident and cashier, Merchants National 
Bank and Trust Company, Meadville, 
Pa. 

Handling Tax Returns: E. D. LaRue, 
vice president and trust officer, Mont- 
clair (N. J.) Trust Company. 

Getting New Business: M. B. Slaugh- 
ter, vice president and trust officer, 
Merchants National Bank of Mobile, 
Ala. 

The Problem of Earnings: John H. 
Evans, vice president and trust officer, 
McDowell National Bank, Sharon, Pa. 


() oa 
Associated Trust Companies Elect 


New officers of the Associated Trust 
Companies of Central California were an- 
nounced recently. J. H. Eastman, assistant 
trust officer of the Crocker First National 
Bank of San Francisco, was elected presi- 
dent. He has served as vice president of 
the Association for the last two years. S. 
V. Beckwith, vice president and assistant 
trust officer of the Bank of California, N. A., 
San Francisco, was named vice president, 
and Walter E. Bruns, vice president and 
trust officer of the Bank of America, N. T. 
& S. A., San Francisco, was elected secre- 
tary. 
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Trust Research Week in Pittsburgh 


Trust research week was recently con- 
ducted by the American Bankers Associa- 
tion through the Corporate Fiduciaries As- 
sociation of Alleghany County, the Pitts- 
burgh Clearing House Association and the 
Pittsburgh chapter of the American Insti- 
tute of Banking. The meeting was held in 
Pittsburgh under the direction of Gilbert 
T. Stephenson, Director of the Trust Re- 
search Department of the Graduate School 
of Banking. This meeting was another in 
a series of conferences on trust research 
being held in various parts of the country. 


a 


December disbursements brought 1940 
philanthropic grants by the New York Com- 
munity Trust to $222,964. This is the 
largest amount ever paid out by the organi- 
zation in a year and compares with ap- 
propriations of $205,028 in 1939. The 
trust’s charitable distributions in the past 
ten years total $4,020,454. While a major- 
ity of the allocations were in the city and 
the state of New York, appropriations went 
to thirteen other states last year, com- 
pared with six in 1939. 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


Statement of Condition, December 31, 1940 


RESOURCES 


CasH AND DUE FROM BANKS. . ... . . . .« $1,672,535,043.37 


U. S. GOVERNMENT OBLIGATIONS, DIRECT AND FULLY 
GUARANTEED . . .  » «© « » « « BERRA 


STATE AND MUNICIPAL Seenieneuns a EE ie ar oe G 131,015,063.03 
STOCK OF FEDERAL RESERVE BANK. ..... . 6,016,200.00 
OTHER SECURITIES ... a ie, 173,132,797.85 
Loans, DiscoUNTs AND Bannune’ Accarrances — 664,189,467.87 
re a ee ee 35,302 ,430.54 
eee ee eee 7,370,349.59 
MORTGAGES . . . on oe a 10,379,106.94 
CUSTOMERS’ AccEPTance Lemnee : ee eM 15,987,575.78 
en. + + s+ + + ok ee ee ee 10,367,650.56 


$3,824,403 ,346.80 
LIABILITIES 
CAPITAL FUNDs: 


Capita Stock. . . . . . . $100,270,000.00 
SURPLUS ... - « « « «+ 100,270,000.00 
UNDIVIDED ey ee 36,212,199.17 


$ 236,752,199.17 
DIvIDEND PAYABLE FEBRUARY 1,1941 . .... . 5,180,000.00 
RESERVE FOR CONTINGENCIES. . ....... 11,271,350.40 
RESERVE FOR TAXES, INTEREST, ETC. . . ... . 1,396,654.73 
DEPOSITS. .. ae a ae ee a 
ACCEPTANCES Queue oot ple og 17,854,436.92 


LIABILITY AS ENDORSER ON inci ss AND — 
tt 6s + «0 «+ «+ «6s we ee 230,671.42 


ree ee ae ee a er ee ee ee 8,380,469.74 
$3,824,403 ,346.80 


United States Government and other securities carried at $181,325,330.00 are pledged to 
secure public and trust deposits and for other purposes as required or permitted by law. 





Member Federal Deposit Insurance Corporation 








A Program for Trust Advertising 
Telling the Public of Functions and 
Standards of Trust Service 


E. S. MacNEILL 
Trust Officer, The Continental Bank & Trust Company of New York 


In this article, Mr. MacNeill offers his conclusions as to the most 
effective methods of reaching trust prospects, aside from personal contact. 
These conclusions are based upon his experiences with a variety of forms 
of trust advertising. Trusts and Estates would welcome comments on 
Mr. MacNeill’s thesis. —Editor’s Note. 


T has been charged that the burden 

of talk at meetings of trust men is too 
frequently of a self-congratulatory na- 
ture. It has been asked: What con- 
cessions have trust companies to offer 
in this era of transition wherein sociali- 
zation of industry and many professions 
looms? What to do, in this day of war- 
ring systems, about the “haunting appre- 
hension” of bank and trust company 
officials as to the possibility of Federal 
entry into their field of business?* 


Such questions as these are reminders 
that the enterprise of trusteeship has no 
charter that the public cannot revoke. 
To continue in business we must earn the 
right. This involves two operations: do- 
ing a good job and convincing the public 
that we are doing a good job. Assuming 
the first, how well have we performed 
the second operation? 


In February, 1940 the Trust Division 
of the American Bankers Association 
published the results of the Public Opin- 


*See “A War of Systems,” June 1940 Trusts 
and Estates 584. 


ion Survey made for it by Mr. Elmo 
Roper, who reported: 


“Although the general conclusion may 
be drawn that trust institutions are far 
from being in disrepute ... there is a 
comparatively large percent of people 
who display a lack of interest in and in- 
formation about trust institutions which 
would amount almost to apathy.” 


A specific remedy for apathy is adver- 
tising. The fiduciary theme song will 
never make the Hit Parade; advertising 
will not send people panting to their law- 


yers’ offices to make their Wills. But ad- 
vertising, as the most active ingredient 
of public relations, undeniably is an im- 
portant means of influencing popular 
opinion. 


Confession But No Avoidance 


HE single topic of “Advertising” 

will be dealt with here, and in no 
self-congratulatory vein, but without in- 
tent to give offense. At one time or 
another I have been guilty of everything 
I complain of. Hell hath no greater fury 
than self-reproach. 
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Item One of my bill of complaint re- 
lates to the point of view of bank and 
trust company management toward ad- 
vertising. 


Successful retail merchants fill pages 
of newspaper space. Manufacturers of 
alarm clocks, toothpaste and breakfast 
foods expand their markets by continuous 
and frequently experimental use of a 
variety of advertising media. These 
men are not sold advertising, they buy 
it. But the banker who cannot see “pour- 
ing money down a sink,” or “through a 
sieve”’—or casting it upon the waters 
from which, he might point out, only 
soggy bread can return — this banker 
must be sold. This is a hypothetical 
banker, of course, chosen for example’s 
sake. Yet perhaps this mythical, sales- 
resistant banker is not unreasonable in 
asking for more tangible evidence of 
benefits from trust advertising than has 
been shown to him. Trust advertising 
perhaps has not produced the results 
expected of it, else it would not be so 
hard to sell. 
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Must We Be Dull? 


TEM Two (directed to the causes of 

this failure) consists of the charge 
that much of the trust “literature” in 
common use is dull, timid or over-stan- 
dardized. 

Trust advertising copy by and large 
is probably the dullest there is. Why 
should it be? The subject is not dull— 
trusts are vital. Trusts compose a large 
part of the economy of the nation. Prob- 
lems of investment management, the 
punishing power of taxes, the weird pos- 
sibilities of intestacy statutes—these are 
matters of interest to the many thous- 
ands of people who are perplexed, out- 
raged, benefited or disinherited, as the 
case may be. People will read about 
these things but want something more 
than generalities. 

The blame here may be about evenly 
divided. Superficial or secondhand know- 
ledge on the part of the professional 
copywriter frequently is revealed by 
threadbare writing, by meagerness of 
subject matter. On the other hand, per- 
haps the copywriter is simply frustrated 
and spent. Time and again his copy has 
gone through the multiple-cylindered 
wringer, which comprises its routine 
through the trust company’s committees, 
counsel and executive personnel, emerg- 
ing dry of all novelty, good humor, sen- 
timent or crusading fire that it may have 
had in its first writing. It has become 
the consensus of so many vice-presidents 
that it has lost all individuality. It has, 
in short, become “institutional.” 

But there is a story to be told, a human 
story to be told to human beings—and no 
synthetic sob-stuff, please! It is a mis- 
take to institutionalize all humanity out 
of trust writing. 


Must We Be Timid? 


Y timidity I refer to the fear of 
appearing “different” or conspicu- 
ous. 

I have spoken of crusading fire, as 
something that is squeezed out of trust 
writing. But a good trust new-business 
man needs to have some of the fervor 
of an evangelist: with forebodings of 
fiscal doom and threats of eternal taxa- 









tion he seeks to arouse the negligent 
husband and father to provide wisely 
for his loved ones; forever he preaches 
a crusade of sanity and foresight, a 
creed of care; he toils incessantly and 
often thanklessly, moving mountains the 
merest inches. Before him should march 
trumpeters, with banners flying. 

What does this talk of banners mean 
in terms of advertising? A willingness, 
primarily, to let individuality and that 
quality we have come to know as “color” 
appear in trust advertising. But not 
color splashed at random or with ama- 
teurish brush. In their proper order 
must be preliminary study and analysis, 
intelligent preparation, and skillful, well- 
disciplined execution of a “campaign” 
that is a campaign because it marches— 
its twin goals the building up of confi- 
dence in the institution of trusteeship 
and the generating of loyalty and affec- 
tion and respect for the particular trust 
institution whose cause it sponsors. 


Why Not Be Individual? 


TANDARDIZATION is the third 

fault cited. A “campaign” of folders, 
typographically attractive, may be accur- 
ate enough in their descriptions of the 
blessings of testacy and of the unearthly 
attributes of corporate trustees, but they 
seem to be talking about “somebody else,” 
not about the collection of human beings 
known as the First Trust of Blanks- 
burgh, and the problems cited seem re- 
mote. 

A text which can refer only in vague 
terms to intestacy statutes because these 
statutes vary so widely in the forty- 
eight states in which the text is destined 
to be read—a text which must conform 
to the practices of trust administration 
prevailing in every community—which 
discusses property-management  prob- 
lems applicable alike to investors in 
Massachusetts, New York, California 
and Texas—which must avoid any char- 
acterizations or local references that 
might render it unsuitable for use in 
any and every community—it is hard to 
give such a text much individuality. 


Newspaper Advertising 


T is newspaper advertising which is 
customarily compared with a sink or 
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a sieve when the trust officer comes down 
from his mezzanine to discuss advertis- 
ing with the executive officers who con- 
trol his appropriations. But the trust 
officer can point out that, apart from 
considerations of public relations involv- 
ed in the loyal “going along” with the 
other business houses of the community 
in supporting the press which is the bull- 
etin board for the community’s business, 
and apart from considerations of edu- 
cating the press itself so that it will 
report accurately and fairly where trusts 
and trust companies are concerned, news- 
paper space can be profitably employed 
in education of the general public as to 
the scope and purpose and usefulness of 
trust services; in removing such mis- 
conceptions as were disclosed by the 
Roper survey; in exposition of specific 
services offered; in building up favor- 
able sentiment for the bank whose sig- 
nature the advertisement bears. And 
it is always possible that newspaper ad- 
vertising, broadcast as it is, may pro- 
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duce new, desirable names—names that 
otherwise might not have been reached— 
for prospect lists. 

Newspaper advertising can be most 
effective if it repeats simple things. The 
basic truths about wills and trusts and 
trust company ideals and accomplish- 
ments are simple. For their dissemina- 
tion the advertising columns of the local 
newspaper are considerably more appro- 
priate than the medium of Direct Mail. 
In the newspaper you expect ads, you 
look for them and read them, you ap- 
praise them often, compare one with an- 
other. You have invited the messenger 
in, so to speak, whereas the intruder in 
the disguise of a letter from your bank 
is a trespasser whose persistence you 
may come to resent. 

Of course, a great deal of newspaper 
advertising is wasted. It is wasted if 
the trust company is doing a miserable 
job of managing estates. It is wasted 
if the trust department lacks the confi- 
dence of the bank’s senior officers and 
directors. It is wasted if there is an 
insufficient volume of potential business 


to support a trust department. 


Can This Be Heresy? 


-F conditions exist which justify con- 

sistent newspaper advertising of trust 
services, and over a reasonable time 
results fail to show, then the copy must 
be at fault. 


About some of it there is an other- 
world air of unreality. Eccentric men, 
usually in Colonial times, left behind 
them such-and-such quaint or curious 
Wills. Wills have been written on 
shingles, on wrapping paper, on the backs 
of envelopes—never, apparently, on the 
fronts of envelopes. The First Trust 
(with picture of same, resembling a mau- 
soleum) never dies, never is ill, never is 
absent; it moves in majesty through a 
serene eternity of safeguarding widows 
and orphans, overflowing with sympathy, 
unmatched in its understanding of hu- 
man problems and infallible in its invest- 
ment judgment. 

All this, too, when green in the mem- 
ory of the citizenry is the failure of the 
Last Trust in ’33 and the sickness of the 
Next-To-Last Trust in ’87 when it was 
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saved by a merger; when everyone in 
the Chamber of Commerce and the Coun- 
try Club and the Bar Association knows 
Adam Blake, the Trust Officer—knows 
him to be honest, conscientious and com- 
petent, but surely neither a major Bab- 
son nor a minor prophet. 


Such unhelpful comparisons as these 
may be avoided by copy that is honest, 
realistic and appropriate to the First 
Trust of Blanksburgh rather than to the 
Composite Trust of a copywriter’s imag- 
ination. Let it give a picture, perhaps, 
of the part the First Trust through its 
trust funds plays in the industrial and 
commercial life of Blanksburgh. Let it 
describe some of the problems of manage- 
ment a modern trustee must meet and 
enumerate the resources of mental and 
material equipment available to the First 
Trust wherewith to meet these problems. 
Let it make clear that a trust company 
is composed of people who do not strip 
themselves of humanity when they step 
within the trust company’s doors. Let 
it cite taxation and the perils of confu- 
sion as to residence and the unwisdom 
of riding investment hobbies and the 
dangers and costliness of individual trus- 
teeship, not only to beneficiaries but to 
the inexperienced individual trustee. Let 
it tell, in business men’s English, of the 
services offered: of custody, executor- 
ship, trusteeship, and of the cost and 
value in dollars and cents of these ser- 
vices. 

These are just suggestions. Whatever 
is said, let it be the First Trust of 
Blanksburgh speaking. 


Direct Mail 


MAY have seemed to over-stress the 

value of newspaper advertising, where- 
as I have simply endeavored to deal with 
that medium fairly. Direct mail has 
been and will continue to be the classic 
(perhaps too familiar) pattern for trust 
advertising. 

The importance of direct mail is: that 
it can carry on where newspaper adver- 
tising leaves off. Newspaper advertis- 
ing is essentially “reminder” advertising, 
which should be limited to elementary 
things. But direct mail can factually 
tell the story of trusteeship. It need not 
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be elementary; in fact, the material we 


have found most successful is that which 
has been written “up”, rather than 
“down” to any supposedly low average 
level of intelligence. Direct mail can 
educate, persuade, directly sell trust ser- 
vices—if it can be made welcome. 

Several devices have been employed to 
give a thread of continuity to trust lit- 
erature so that the prospect, recognizing 
that he is receiving items of a series, 
may come to look forward to future 
issues. 

There are several serial publications 
available relating to current develop- 
ments in trust law and income and es- 
tate taxation, which are designed pri- 
marily for distribution to lawyers. We 
use such a service and are constantly 
being surprised by the interest shown 
in it. Attorneys will telephone or write 
asking to be put on the mailing list— 
they have seen a copy in another attor- 
ney’s office, or have been told of the pub- 
lication. They write to advise of a 
change of address, or of a change in the 
name of their firm. They write or phone 
for back issues that have been lost, or 
for a new binder to replace one stuffed 
full or worn out. They call to discuss a 
case cited in a recent article—to argue 
about it, perhaps, or to get our slant as 
to a similar case they happen to be work- 
ing on. They point out errors, or seem- 


SAN FRANCISCO 


ing errors, or suggest improvements and 
otherwise behave like paid-up subscrib- 
ers. Certainly, this direct mail messen- 
ger is “invited in.’ The bulletin contains 
no direct selling, but it has earned for 
us the active good will of many mem- 
bers of the bar and, in addition to many 
helpful “assists,” it has produced busi- 
ness that can be traced to no other 
source. 

Such material as this is unsuited, of 
course, to the average customer of the 
bank. The objective still must be to 
find a vehicle, containing within itself 
some reason for repetition, which will 
hold the continuing interest of the men 
and women whose names comprise the 
general trust prospect list. 

It was possible to build up a rather 
interesting series on the survey made 
by the Trust Division of the American 
Bankers Association, published in 1938 
—the survey which preceded the Roper 
study. The questions asked by the bank 
customers and trust prospects interview- 
ed were classifiable in nine major cate- 
gories falling nicely into a sequence of 
folders containing our answers to the 
questions asked by a cross-section of the 
American public as to trust services. In 
view of the widespread popularity of 
polls and public opinion surveys such a 
series was quite certain to be read with 
interest and there was that element of 
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continuity which distinguished the series 
from literature which would discuss: 
Custody one month, Insurance Trusts 
the next, and then, Make Your Will! 


Try This One! 


DEVICE worth trying is that of a 

numbered and dated series of inform- 
al “trust department memoranda” which 
in typography and manner of writing 
and tricks of numbering convey the im- 
pression that they are inter-office com- 
munications—not of a confidential na- 
ture, precisely, but relating to matters of 
interest primarily to members of the 
organization. These may describe par- 
ticular services as to which officers of 
other departments might logically require 
enlightenment; they may discuss cases 
radically changing tax laws, from which 
a new business moral is inferable; they 
may cite examples of trusts in operation 
which have accomplished certain desired 
ends—the important thing is that they 
should be contemporaneous and explicit. 


Nor should there be a set routine in 
their distribution. Sometimes one or 
more of the officers, deeming an issue to 
be of unusual interest to customers and 
friends, will hand them copies, or send 
copies with a brief, personal forwarding 
letter. Certain issues will be limited in 
their distribution to particular groups. 
Other distributions will be general. The 
timing will not be pre-determined; the 
memoranda will be, so far as practicable, 
spontaneous. 


There is always that trace of an im- 
pression that “inside matters” are being 
treated—this has frequently been men- 
tioned to us. There is nowhere the im- 
pact of direct selling: the memo is not 
directed to the reader, that is, to the 
trust prospect, but seemingly to the trust 
company’s own personnel. Our experience 
indicates that they are read with gen- 
uine interest. Copies of memoranda of 
this character that we published as far 
back as 1936 are still occasionally re- 
quested. Current issues often are in 
lively demand. Best of all, these memo- 
randa have discovered for us and helped 
us to close more new business per dollar 
of outlay than any advertising medium 
we have used. 


- prints. 
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What Is The Forte? 


PON the character of each bank’s 

mailing list much will depend; upon 
the character of its trust department 
even more depends—what can it do best? 
Is it qualified to plan estates tax-wise? 
To supply investment advisory service? 
Or should it stick to simpler services: 
custody, executorships, trusts of conser- 
vative pattern? What is the attitude of 
the community toward its trust compan- 
ies? Have bank failures or conspicuous 
mishandling damaged confidence? Or is 
confidence running strong? 


In determining the shape and color to 
be given a program of direct mail, or any 
other style of advertising, careful study 
of community and institutional factors 
should be the first step. Then the blue- 
I am convinced, obstinate in my 
heresy, that no two communities and no 
two trust institutions are alike, and that 
trust advertising programs should be 
made to order. 


To American business generally ad- 
vertising has been an energizing force. 
This is less the Machine Age than it is 
the Age of Merchandising. Advertising 
has itself become Big Business—we are 
dealing liberally with capital letters here 
—hbecause it has delivered the goods, lit- 
erally as well as figuratively. If trust 
company management would invest in 
advertising as shrewdly and liberally as 
the successful merchant invests, and if 
the practitioners of advertising would 
respond with such imagination and per- 
suasiveness as they have shown in other 
fields, then we might look to the future 
of trust business with strengthened con- 
fidence. Advertising is no substitute for 
good fiduciary management or for devo- 
tion to high ethical standards, but it can 
go a long way toward convincing the 
public that our management is good and 
our standards are high. 


The rest is up to us. Advertising is 
no substitute for personal follow-through 
by the executive officers of the trust com- 
pany as well as by those specifically 
charged with the production of new 
business. 





New Business Column 


Counsel and Comment 


OW comes into court one James W. 

Allison, vice president of the Equit- 
able Trust Company of Wilmington, Del- 
aware, who being duly sworn, deposeth 
as follows: 

“Beginning this month, we are start- 
ing to use, in special form, reproductions 
of our newspaper advertisements as an 
experiment in retention-selling. This 
material is being sent only to a selected 
list of existing customers of our Trust 
Department, including settlors and bene- 
ficiaries of living trusts, beneficiaries of 
testamentary trusts, and customers who 
have executed wills naming us as exe- 
cutors. 

“Since we believe that the principal 
usefulness of newspaper advertisements 
is to educate, to explain, to erase miscon- 
ceptions by means of positive statements, 
and to point out what we believe to be 
the particular advantages of our own in- 
stitution, it has seemed to us that these 
newspaper advertisements are more ap- 
propriate to send to existing customers 
than the direct mail material we send to 
prospects.” 

And the said James W. Allison did 
thereupon append thereto Exhibit A, to 
wit: 

“This newspaper advertisement, which 
will appear shortly, is sent to you as one 
of the valued customers of our Trust De- 
partment with the thought that it may 
be of interest to you. If it suggests any 
new lines of thought about which you 
would like to talk to us, or any new way 
in which the Equitable can be of service 
to you, we hope you will let us know.” 

To all of which this Court, nemine 
contradicente, ruleth as follows: 


GO THOU AND DO LIKEWISE. 


* * * 


T has long been a quaint notion of 
this department that if it had to se- 
lect one, just one, scalpel to keep and use 
out of all the armory it has collected or 
has watched other operators using for 
the dissection of advertisements, the 


one to which it would cling, forsaking if 
it must all others, would be this simple 
question: 

“Does it say anything?” 

Do you agree? Isn’t it better to have 
an advertisement that says something 
... even something not particularly new 
... even if it says it baldly or outright 
badly . . . than one that says nothing, 
however wittily or prettily? 

That’s why we liked a recent Guaran- 
ty Trust Company of New York ad. It’s 
just a plain, straightforward piece of 
type. But the proof that it says some- 
thing is, that a man who read it, and, 
who would ordinarily be presumed to 
know something about the trust business, 
said to us: 

“Funny, but I never realized that was 
so, before.” 

This is what the ad says: 

“The fact is that the fee of an execu- 
tor or trustee under a will in New York 
State is fixed by statute, and is the same 
whether the executor or trustee is a 
trust company or an individual.” 

It says more; but that is the milk in 
the cocoanut. Have you ever stopped to 
think how many plain facts about the 
trust business, so familiar to you that 
you take it for granted that everybody 
knows them, actually are either not 
known or completely misunderstood by 
people who, if they did know them, would 
be good customers of yours? 

* * * 


HEN again, we like a scheme the 

Continental Bank & Trust Company 
of New York is following. Once a month 
or so it sends around, to a small and 
carefully selected list of names, a “Trust 
Department Memorandum” which would 
have been worth circulating if it were 
just that. and nothing more... that is, 
a memorandum for Trust Department 
employees only. We mean to say, it has 
that exciting flavor of “inside stuff” that 
so few people can resist; it earns its way 
as memorandum for employees to study 
and keep in mind in their work, and it 
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brings in extra dividends from the peo- 
ple . . . prospects and prospects’ attor- 
neys ... to whom the bank so artfully 
permits a peep over its employees’ should- 
ers. 

For instance, here’s the opening para- 
graph of “Memorandum No. 21:” 

“A trust officer works with Wills and 
trust agreements. Year after year he 
has the opportunity to read, study and 
administer Wills embodying, in the ag- 
gregate, the intentions of many men and 
women and the draftsmanship of many 
attorneys. This memorandum is written 
with the thought that in some way this 
experience may be made useful to officers 
of the bank, and to their customers and 
friends, through a brief commentary on 
common faults (as they seem to him) in 
the planning of that document which, 
once death has sealed it, can never be 
rewritten.” 

Then follows a numbered list of seven 
common mistakes in will-making, of 
which No. 1 is “Perpetuating a grudge,” 
No. 2 “Remainders limited to heirs,” 3. 
“Failure to include emergency clauses,” 
4 “Gifts of fixed amounts,” 5 “Failure to 
define investment policy,” 6 “Riding in- 
vestment hobbies,” and 7 (could you 
ever, ever guess it?) “The fallacy of in- 
dividual executors — institutional trus- 
tees.” Artful, what? And, they tell us, 
mighty effective. 

* * * 
HAT brings up an old curiosity of 
ours that for some reason it hasn’t 
previously occurred to us to air in this 
space. 

How many of you experts in wills are 
even acquainted with the definitive mas- 
ter-work on the subject? We refer toa 
modest brochure which appeared, as 
nearly as we can remember, along about 
1907. The author was one of America’s 
foremost philosophers; and to offer a 
clue to his identity and that of the work 
itself, we quote from it (from memory) 
as follows: 

“A will, to be a success, shud be at 
wan and the same time a disposal of th’ 
property, a practical joke on the heirs, 
and an advertisement f’r th’ mon thot 
made it.” 

Question A: Who was the author, 
and what is the title of the treatise? 
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Question B: Has any trust company 
or trust department ever thought of 
reprinting it, in whole or in part, to 
import a little welcome if slightly wry 
humor into its serious-minded efforts 
to improve the breed of wills? 

Question C: If not, why not? 

* * * 


NXIOUS followers of the great mys- 
tery serial launched last month (see 
page 664, Trusts and Estates, Decem- 
ber, 1940) have of course been wait- 
ing in palpitating eagerness for further 
revelations concerning the great “hush- 
hush” report prepared by (we dassn’t 
tell you) on (a subject which mustn’t be 
mentioned here) which reveals facts that 
lots of people would wish they knew, if 
only they knew what they were. That is, 
we mean to say, of course if they really 
knew what they were, they’d know and 
wouldn’t have to wish they knew, would 
they? But if they only knew that such 
facts existed but didn’t know what they 
were, they’d wish they did. Anyhow... 
The most important additional reve- 
lation is, that this department really does 
have a reader ... one reader... who 
actually has enough confidence in us to 
write in and ask, sight unseen, for a 
copy of a report of which he knows 
neither the author nor the subject. 
Needless to say, this department is 
profoundly touched by such evidence of 
faith, and would be delighted publicly 
to commend its possessor, but for the 
fact that of course it would never do to 
reveal his name in connection with so 
mysterious an event . . . who knows 
what demons might be released upon his 
trail? We can’t even reveal whether or 
not he has yet obtained the copy of the 
report which he so trustingly requested. 
Further details next month—maybe! 


Large Life Insurance Owners 


In the December 5, 1940 issue of The 
Spectator, are listed the names of more 
than seventeen thousand persons in the 
United States who are owners of $50,000 
or more of life insurance. Those whose 
totals include business insurance are so 
designated. The names of the various indi- 
viduals, along with the amount of insurance 
carried, are classified according to states 
and cities. 





Foreword 


ONCEIVED as the channels and devices by which private savings are put 

to the best use, to meet both the owner’s desires and public requirements, 
Estate Planning looms as one of the most important phases of private property. 
Dealing with the material rewards of a free enterprise system, it deserves to 
be treated in a professional manner, and can be a stabilizing influence to avoid 
family wastefulness or the miscarriage of lifelong hopes. 

It is the only practical answer to the threat of the “dead hand” which has in 
the past so often resulted in needless loss, restriction and even distress to the 
objects of testamentary bounty. Intelligent, purposeful direction and transmis- 
sion of private wealth is not only the privilege but the duty of every person of 
means, since he has a responsibility to family, friends and community with 
whose assistance he was enabled to accumulate his fortune, be it small or large. 

Why men will exert strenuous effort and make sacrifice of immediate per- 
sonal enjoyments for the sake of providing security from want of their loved 
ones, or to further some eleemosynary, public-spirited enterprise, and yet pro- 
crastinate or thoughtlessly dispose of their estate, is a puzzle in human con- 
trariness. But to make the task easy and as socially useful as possible, should 
be the aim of those who are in a position to give counsel. 

In furtherance of this aim, and to provide a source of information and 
thoughtful consideration of the work of Estate Planning, Trusts and Estates 
takes pride in announcing the formation of this new section, to appear regularly 
each month, and to be conducted by an editorial board representative of life 
insurance trust administration, the law and professional estate analysis. 

In this department they will present a logical discussion of each phase of 
Estate Planning, designed to show the applications to the various types of prob- 
lems, assets and requirements of estate owners. Pertinent news will be reported 
and effects interpereted where necessary, and articles presented on topics or 
cases of special interest.—Editor’s Note. 


A Conception of Estate Planning 


HENRY S. KOSTER 
Director, Estate Analysis Company of New York 


HE individual owner of capital and 
producer of surplus earnings is 
forced to defend his accumulations of 
stored-up wealth against many external 
factors seeking to destroy that which he 
has created. Some of these basic forces, 


accelerated by the present war condi- 
tions and costs, may be summed up as 
follows: 

Taxation: “The power to tax is the 
power to destroy.” Complexity of tax 
laws imposes a further tax on “lack of 
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knowledge” through the payment of leg- 
ally unnecessary amounts of tax. 

Economic Trends: Fluctuations in the 
price and value structure, measured in 
terms of the dollar, or other medium of 
exchange, compel a constant reappraisal 
and shifting of family fortunes. Ignor- 
ance of basic economic directional forces 
constitutes a continual levy on private 
capital. 

Investment Ability: The selection of 
those properties and securities that 
afford the best prospects for conserving 
value and the determination of the time 
period of such ownership, is an exacting 
art. Ineptitude in this field is an ever 
present force operating against the con- 
servation of capital. 

Legal Procedure: Invoking the protec- 
tive forces of governmental law and reg- 
ulation is a privilege that may be used 
for or against the estate owner. Every 
financial transaction is subject to one 
or more legislative rules. “Ignorance of 
the law” can only be destructive. 

Human Weaknesses: Dissipation of 
capital by family members constitutes 
one of the greatest drains on family for- 
tunes. Misguided generosity may leave 
the giver in want. Extravagance and 
impulsive action can end in insolvency. 

Rigidity of Plans: The actual condi- 
tions of today may become the “fairy 
tales” of tomorrow. Management “from 
the grave” is the penalty of rigid docu- 
ments, that allow no adjustment to 
changing times. 


The Need for Estate Planning 


HESE basic factors give rise to the 
need of developing and planning pro- 
tective action and the powers required to 
effect it. The proper financial products 
and services must be determined and em- 
ployed. All must be projected in terms 
of the future. Here lies the true func- 
tion of Estate Planning. To plan these 
things, not to supply the management, 
not to create and sell the financial “pro- 
ducts,” but to point the way to vehicles 
any provide safe transportation to secur- 
ity. 
The term “Estate Planning,” in com- 
mon usage, is a “coat of many colors.” 
Misapplication of definitive phrases, by 
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the lay public, is the bane of all students. 
Ultimately, for example, we find that the 
elemental term “inflation” has come to 
mean many different things to different 
people. So it is with “Estate Planning.” 


Moreover, many persons who title them- 
selves “Estate Planners” are really prac- 
ticing in a field limited to one or more 
particular phases of the complete service. 


What Is Estate Planning? 


O conserve the economic values of a 

family, while all members are liv- 
ing, and for the heirs of each—such is 
(or should be) the primary aim of com- 
plete Estate Planning. Family economic 
values consist of those things that are 
already created, stored-up capital and 
cultivated earning power, and those 
things that are still to be created, more 
capital and greater earning power. Con- 
servation from one generation to the 
next requires continual planning and re- 
view, with proper projection of purpose 
and flexibility of terms, lest the future 
destroy the poorly laid plans or hopes of 
today. 


“Estate Planning,” as fitted to the 
foregoing pattern, is a scientific proce- 
dure that makes no compromise with any 
of the components constituting the entire 
service. To be sure of speaking the same 
language, we must determine what are 
these basic components that go to make 
up “Estate Planning.” Better to illus- 
trate this, let us consider the sources that 
supply one or more phases of the service. 
These “suppliers” consist of Trust Offi- 
cers, Life Insurance Underwriters, Law- 
yers, Accountants, Investment Counsel- 
lors, Investment Bankers, and General 
Economists. Admittedly, the last three 
named may not be essential participants 
except in involved or substantial cases, 
but they are included here to present the 
complete picture. 


Function of Each Group 


S to each of these groups, we find 

that their primary function in the 

field of Estate Planning may be generally 
described as follows: 

Trust Officer: planning the manager- 

ial terms of Wills and Trusts Agree- 

ments, with some emphasis on plans of 





property distribution. Trust Companies 
act as executor and trustee, for a fee. 


Life Insurance Underwriter: planning 
the replacement of lost estate values and 
personal earning power, and the creation 
of new estate capital. Life Insurance 
Underwriters sell life insurance and an- 
nuities, for a commission. 


Lawyer: planning the documents re- 
quired properly to effect a financial and 
estate plan, and advising on legal prob- 
lems. Lawyers furnish legal advice and 
service for a fee. 


Accountant: planning the protection 
of capital and income from overpayment 
of current taxes, and supplying financial 
truth through accountancy. Accountants 
conduct financial audits and examina- 
tions, for a fee. 


Investment Counsellor: planning the 
general employment of capital funds in 
securities of productivity and liquidity. 
Investment Counsellors provide invest- 
ment advice, for a fee. 


Investment Banker: planning estate 
liquidity for a family business enter- 
prise with emphasis on the replacement 
of family capital with public capital. 
Investment Bankers underwrite new 
issues of securities for distribution, at a 
profit. 


General Economist: planning a basic 
directional policy to allow the investment 
of a family fortune to be kept attuned 
to changing tides of economics and busi- 
ness. Economists supply economic ad- 
visory service, for a fee. 


To the “user” of the service, the gen- 
eral meaning of estate planning usually 
depends on which of the above agencies 
is supplying some particular phase of it. 
It is probable that the “supplier’s” con- 
ception of “Estate Planning” permeates 
to the user. 


A Coordination of Services 


N setting forth the above summation 

of Estate Planning, as generally ap- 
plied by the various suppliers of the ser- 
vice, we do not mean to give the impres- 
sion that each supplier of some particu- 
lar phase of the service will usually re- 
strict himself to his major field of en- 
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deavor. But that which is external to 
the realm of his own primary activity 
runs the risk of receiving rather light 
treatment. 


Thus we find that through a mere list- 
ing of the various suppliers of estate 
planning service, and their primary pur- 
suits, we have arrived at a general defin- 
ition of complete “estate planning,” as 
it should be conducted. Here we have 
the necessary components of the service. 
All must be taken into consideration in 
the attainment of a proper end. 


To provide a more graphic illustration 
of estate planning in action, it is well 
to visualize a joint conference, attended 
by all suppliers of service, contributing 
their respective abilities to the solution 
of the problems in any given case. One 
of those in attendance, competent to do 
so, must act as a coordinator, sitting on 
the side of the fence with the estate 
owner, assisting him to select and corre- 
late the best that each supplier has to 
offer. 


A bill has been introduced in Congress by 
Rep. Terenowicz (D., Mich.), proposing re- 
ciprocal taxation of all Federal, state, and 
municipal securities issued since Sept. 1, 
1939. 


Readers of this department are invited 
to send in comments and suggestions for 
future discussion, as well as to give the 
editors the benefit of criticism of mate- 
rial appearing herein.—Ed. Note. 





The Life Insurance—Trust Council Movement 


ROY H. BOOTH 


Assistant Trust Officer, National Shawmut Bank of Boston; 
Chairman, Committee on Relations with Life Underwriters, Trust Division, A. B. A. 


N many cities trust men have their 

corporate fiduciary association which 
has its own particular function, and the 
life underwriters have an entirely sep- 
arate organization which interests itself 
purely in life insurance matters. In an 
increasing number of important cities, 
the trust men and underwriters have 
formed a mutual organization called the 
Life Insurance and Trust Council. These 
councils promote a better understand- 
ing between the men representing these 
two great institutions. They give their 


members an opportunity to understand 
each other’s business and therefore pro- 
vide them with the tools with which to 
better serve their customers. 

The very heart of the good work which 
trust men and underwriters are able to 
do in close cooperation with each other 


is estate analysis. There is a definite 
job for the trust man and the insurance 
underwriters in every estate case. 
Through cooperation, both are able to 
give their best services to the client. 
In the careful analysis of an estate 
by a trust man who has the benefit of the 
advice and help of a competent under- 
writer there eventually evolves a well 
set up plan for the customer. Not only 
does the customer benefit, but the trust 


Location 
Connecticut 
Washington, D. C. 
Atlanta, Georgia 
Chicago, Illinois 
Portland, Maine 
Baltimore, Maryland 
Boston, Massachusetts 
Springfield, Massachusetts 
Kansas City, Missouri 
St. Louis, Missouri 
Buffalo, New York 
Eastern New York 
Rochester, New York 
Syracuse, New York 
Cleveland, Ohio 
Pittsburgh, Pennsylvania 
Seattle, Washington 
Milwaukee, Wisconsin 


man and the insurance man benefit them- 
selves through increased business. The 
insurance underwriter has the advan- 
tage of having the purchase of insur- 
ance recommended by a disinterested 
party who shows in black and white the 
need for that insurance and the saving 
and protection which it will afford. It 
is indeed an extremely rare estate analy- 
sis which does not show a very definite 
need for the purchase of insurance in 
amount beyond that which one would 
think necessary, if it were not for a 
careful study and forecast through an- 
alysis of expenses. 

Such analysis can only be made when 
the trust men and the insurance men 
understand each other’s business and 
are willing to cooperate to make sure 
that their customer receives the greatest 
benefit. 

That is why this cooperative move- 
ment which has taken the form of Life 
Insurance and Trust Councils has shown 
such rapid growth and is becoming such 
an important part of the business activ- 
ities in both fields. 

There are now the following Life In- 
surance and Trust Councils and there 
are about 30 cities actively working on 
the formation of a Council: 


President of the Council 


W. G. Cleaver, V.P., First Nat’] Bank & Trust Co., New Haven 
Aubrey Dooley, A. T. O., Hamilton National Bank. 
Holeome Green, Guardian Life Insurance Co. 

H. K. Nickell, Connecticut General Life Insurance Co. 
William W. Banton, Connecticut Mutual Life Ins. Co. 
Frederick Savage, Jr., New England Mutual Life Ins. Co. 
Clyde F. Gay, Aetna Life Insurance Co. 

Ralph Clark, National Life Insurance Co. of Vermont 
Oliver Neibel, Penn Mutual Life Insurance Co. 

George M. Pyle, A. V. P., St. Louis Union Trust Co. 

A. C. Livingston, V. P., The Marine Trust Co. 

Henry Hume, Provident Mutual Life Insurance Co., Albany 
Robert Tait, V. P., Genesee Valley Trust Co. 

R. G. MacKenzie, The Syracuse Trust Co. 

A. F. Young, V. P., National City Bank of Cleveland. 

John Kinneman, Jr., V. P., Peoples-Pittsburgh Trust Co. 
Victor Graves, V. P., Peoples National Bank of Washington. 
Morton A. Lee, A. T. O., First Wisconsin Trust Co. 





Planning Your Client’s Estate 


Investigation, Evaluation, Recommendation 


WALTER KENNEDY 


Vice President and Trust Officer, The First National Bank of Montgomery, Ala.; 
Member of the Montgomery Bar 


T is noteworthy that estate planning 

is not only concerned with the even- 
tual distribution of the client’s estate, 
but with its conservation. Therefore, 
an estate plan not only contemplates the 
accomplishment of your client’s plans 
for the future of his family, but em- 
braces the best means of conserving 
his property and income during his life- 
time. 

The process of estate planning in- 
volves three distinct steps. 


First—Investigation. 
Second—Evaluation. 
Third—Recommendation. 


A fourth step that should follow up the 
first three, is the execution, or consum- 
mation of the plan. 


Securing Essential Facts 


FORM of suggested check list for 
the purpose of reminding you to 
get all of the essential information for 
an effective estate analysis, is set forth 
below. Of course all of the sections 
will not be applicable to any one estate. 


Personal Information 


. Full name, age and residence address of 
client. 

. Whether residences maintained in any 
other states. If so, which state is re- 
garded as principal home. 

. Full name and age of wife, and whether 
she has any children by prior marriage. 

. Name, age, and marital status of all chil- 
dren. 

. Whether any children are issue of a for- 
mer marriage. 

. Whether there exists any abnormal situ- 
ation with reference to the health or men- 
tality of any of the children. 


Extracted from January 1941 issue, The Ala- 
bama Lawyer, with author’s permission. 


. Whether there exists any domestic dis- 
cord which might lead to separation or 
divorce, 


. Preset physical condition and medical 
history, if any, of client. 
Inventory of Assets 
. Cash. 


2. Securities. 


(a) Statements showing date and how 
acquired, cost, or other basis on each * 
item, present market value, present 
situs, and annual income derived. 
A list of mortgages, accounts, and 
notes receivable with a statement as 
to whether any are worthless or not 
worth face value. 


. Business interests. 


. Real Estate. 
(a) Family residence. 
(b) Net income produced. 
(c) Date and manner acquired, cost, or 

other basis. 

. Life Insurance. 
A schedule of all policies showing face 
amount, who pays the premiums, cash 
value, loans, designation of beneficiaries, 
and mode of _ settlement, including 
whether there is any possibility of re- 
verter to the insured. 


. Possible Inheritances. 
Also a statement of any trusts of which 
client or his family are the beneficiaries, 
and any powers of appointment that he 
might have. 

. Sundry Assets. 
Whether the wife has a separate estate, 
and if so, the extent, and whether or not 
she files a separate income tax return. 

. Personal Effects. 
Particularly to determine whether the 
household effects are the property of the 
wife or the husband. 


Liabilities 
(a) Accounts payable, notes payable, ac- 
crued taxes, deferred liabilities (mort- 
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gages, etc.) contingent liabilities (en- 
dorsements, etc.), pending controver- 
sies regarding taxes. 

A statement from the client of his 
primary motive in the disposition of his 
estate after death. The discussion 
should include frank consideration of 
whether widow, children, or other de- 
pendents have the necessary business 
and investment experience to manage 
the property. An estimate should be 
made of the probable financial require- 
ments of the client’s dependents and ob- 
jects of charity. 


Estate taxes and Administration Ex- 
penses. 


Tax Returns 


Ascertain whether the client has made 
any gift tax returns on gifts made in the 
past, or if he has made any gifts which 
would constitute a charge against the ini- 
tial gift tax exemption. Full details as to 
the motives which prompted such gifts and 
the method of valuation should be obtained. 
It is also desirable to obtain a copy of the 
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last few income tax returns, or to get suf- 
ficient information to determine the bracket 
in which the client’s income is taxable. 


It will probably be desirable to re- 
duce the notes taken during the inter- 
views, to a memorandum, in order that 
you may have all of the data before you 
to begin the process of evaluation. 


Reduction of Taxes Through Gifts 


IFTS, either outright, or gifts in 

trust for members of the family, or 
to others who customarily share in the 
taxpayer’s income, are the “key device” 
in any plan for the reduction of Federal 
taxes. 

If gifts have been made under cir- 
cumstances which might be considered 
“in contemplation of death” (U. S. v. 
Wells, 51 U. S. 446), the value of the gift 
property is likely to be included by the 
Bureau in the gross estate for estate tax 
purposes, nor can trusts be established 
for the discharge of a legal obligation 
of the taxpayer (Douglas v. Willcutts, 
296 U. S. 1), if the desired tax savings 
are to be accomplished. A _ grantor 
should also avoid the possibility of re- 
version of the corpus to the grantor up- 
on the death of one or more of the bene- 
ficiaries (Helvering v. Hallock, 60 S. Ct. 
444). This principle of reversionary in- 
terest should also be borne in mind in 
naming the executors or administrators 
of the insured as beneficiaries under a 
life insurance policy in the event of the 
death of the primary beneficiary, even 
though the right to change the benefi- 
ciary is not reserved. 

Another fundamental principle that 
must be observed, is that the taxpayer 
must relinquish control of the property 
included in the gift during his lifetime 
and irrevocably cut the strings of own- 
ership. (Helvering v. City Bank Farmers 
Trust Company, 56 U. S. 70. Porter v. 
Commissioner, 53 U. S. 451.) 


Factors in Contemplating Gifts 


Gifts ordinarily will be 

made to the objects of the donor’s 
natural bounty, and preferably in trust 
for the maximum period allowed under 
the laws against perpetuities to “bridge” 
successive taxations. 


O whom: 





What property: Gifts should be made 
of property which at the moment has the 
lowest market value, but which is cal- 
culated to have the highest market value 
at the death of the owner. Life insur- 
ance is a splendid example. 


How much: Giving the entire estate 
away is seldom a practical solution. 
Gifts spread over a period of years ob- 
tain the additional advantage of the an- 
nual gift tax exemption as well as the 
initial exemption. “If the gift tax on 
the proposed gift, placed at compound in- 
terest for the years of life expectancy of 
the donor, is less than the prospective 
total of estate taxes, etc., to be saved by 
the gift, then the gift is economically 
sound”.* The maximum in gifts has been 
reached only when the donor retains no 
more of his estate than is reasonably 
necessary to meet his own requirements. 

When: The older the donor, the great- 
er the economic advantage of the gift. 
This results from the fact that the short- 
er the life expectancy of the donor, the 
shorter the period in which compound in- 
terest is expected to work between the 
date of the gift and the decease of the 
donor. 


N using deferred gifts as a means of 

tax reduction, an ultimate capital use 
element is given away, and an income ele- 
ment is retained. For example, suppose 
a donor wishes to make an ultimate gift 
of $1000. to a beneficiary, with the gift 
being subject to death taxes, and without 
sacrificing the income from the gift dur- 
ing the donor’s lifetime. One method 
would be to purchase a single premium 
life insurance contract which, at the don- 
or’s death, will pay the donee $1000. 
With the difference between the face 
amount of the policy and the amount of 
the single premium, the donor might 
purchase a life annuity which would re- 
place the potential income lost through 
the purchase of the insurance contract. 
U. S. Savings bonds purchased at a dis- 
counted future value, is another means 
of using the deferred gift idea. 

Gifts to charitable, educational, and 
religious institutions should be made 
during the donor’s lifetime instead of at 


*Winslow’s Minimizing Death Taxes. 
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death, since the gift can be deducted 
from taxable income, subject to a limi- 
tation depending on the amount of the 


taxable income. If contributions to 
charity are made in property other than 
money, the basis of the calculation of the 
deduction for income tax purposes will 
be the fair market value at the time of 
the gift. By this means investments 
which have appreciated greatly in value 
can be disposed of without a tax on the 
capital gain and yet the enhanced value 
can be used for income tax deductions. 
It is distinctly advantageous in plan- 
ning gifts, to include property which is 
certain or likely to enhance in value. 
The donor gets the benefit of the pre- 
sent low value in determining the gift 
tax, and the enhanced value will not 
figure in the donor’s estate tax at death. 
Where a gift is contemplated of prop- 
erty which has depreciated since acqui- 
sition by the donor it is often desirable 
to sell the property and establish the 
income tax loss, making a gift of the 
proceeds of the sale to the donee. 
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Prevention of Avoidable Shrinkages 


T is not infrequent that a person has 

acquired the major portion of his 
wealth through one business or industry, 
and is “holding all of his eggs in one 
basket” without diversification. In such 
a case, it is advisable to suggest hedg- 
ing with investments in other lines. 

Losses through the forced liquidation 
of the decedent’s business interest can 
often be prevented by a partnership or 
stock purchase agreement which is usu- 
ally coupled with a business life insur- 
ance arrangement. 


Shrinkages that occur after the prop- 
erty passes into the hands of the bene- 
ficiaries may be due to (a) mismanage- 
ment from lack of investment and prop- 


erty management experience; (b) suc- 
cessive estate taxes on the same property 
as it descends to other beneficiaries. 
The writer, although admittedly parti- 
san, feels it his duty to point out the 
advantages of the permanency, experi- 
ence, financial responsibility, accounting 
and investment facilities of corporate 
fiduciaries. Their fees are usually more 
than offset by avoiding shrinkages and 
losses caused by the inexperience of in- 
dividuals. 


Both lawyer and client should be care- 
ful about permitting circumstances which 
might lead to death taxes being assessed 
by more than one state. 

One important element in avoiding 
estate shrinkage, is to make sure that 
all allowable exemptions have been util- 
ized (specific Federal estate tax, exemp- 
tion of $40,000; specific gift tax exemp- 
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tion of $40,000 and exemption of annual 
gifts of $4000 each to an unlimited num- 
ber of beneficiaries; and $40,000 life in- 
surance exemption if payable to a named 
beneficiary or to a trustee for a named 
beneficiary). 


Life Insurance 


DEVICE that is frequently employ- 

ed to make cash available in the gen- 
eral estate for the payment of death 
taxes or administration expenses, with- 
out having life insurance proceeds pay- 
able to the estate and therefore subjected 
to estate tax, is to have such insurance 
payable to an insurance trust for the 
benefit of the insured’s family, and au- 
thorize the Trustee to use the insurance 
proceeds to buy assets of the general es- 
tate as an investment for the insurance 
trust. 

There are many other ways in which 
life insurance can be adapted to the 
solution of problems in estate planning. 
In many cases the selection of appropri- 
ate settlement options may best assure 
protection of the beneficiaries; in other 
instances, particularly where there are 
policies in several different companies 
and considerable amounts involved, a life 
insurance trust may be used to good 
advantage. 

One example of using life insurance 
to good advantage in estate planning is 
by making a gift of single premium, 
whole life insurance. For instance, an 
initial gift of $40,000 may be made with- 
out the payment of a gift tax. A tax- 
payer forty-five years of age, by convert- 
ing a $40,000 gift into single premium, 
whole life insurance, can approximately 
double the ultimate size of the gift. 


Presenting Plan to Client 


HERE are several methods for pre- 
senting the plan to your client. In 
the smaller cases perhaps a letter or 
memorandum, or even a conversation will 
suffice. In the larger cases if you have 
been able to work out a plan which will 
save taxes to your client and prevent 
shrinkage, the advantages of the plan 
can be shown by presenting your calcu- 
lations in detail. 
One of the great difficulties in any 
estate plan is the final decision to put 





the plan into operation. The attorney 
should consider it a part of his obliga- 
tion to follow up the matter until the 
plan is either accepted or rejected. If 
accepted, he should not permit the client 
to unduly delay the execution of the nec- 
essary instruments. 


In the writer’s opinion the most sat- 
isfactory type of estate analysis is one 
conducted jointly by the person’s lawyer, 


a Trust Officer, an accountant and an 
experienced life insurance counselor. 
Regardless of who prepares the estate an- 
alysis plan, it should be submitted to 
the personal attorney of the property 
owner and his attorney should draft all 
of the legal instruments necessary to put 
the plan into execution. If there is a 
conflict of opinion between the attorney 
and the other advisers as to some of the 
recommendations and details of the es- 
tate plan, the opinion of the attorney 
should prevail since the final responsibil- 
ity of the executed plan is upon him. 
The relationship of attorney and client 
is a closer relationship than between the 
banker, or insurance man, and the cus- 
tomer. The former is a professional re- 
lationship, while the latter are business 
relationships 

Estate planning may be regarded as 
in the early stages of its development 
and the forward-looking attorney will not 
overlook this potentially great source of 
service and profit. 


Oil Company Left to Community 


Mount Joy, Pa.—This thriving town of 
some 3,000 population was startled to learn 
recently that it had inherited a million-dol- 
lar oil company as a result of the creation 
of a community trust by the childless, 75- 
year-old Clarence Schock, owner of the 


Schock Independent Oil Company. In an- 
nouncing the transfer of his stock interest 
to the trust, Mr. Schock stated that “the 
laws of our land which provide for the in- 
heritance of property are unethical and un- 
christian. After reasonable provision for 
women and children, a man’s estate should 
go to the general welfare in conformity 
with the christian teaching that every man 
is his brother.” 

Except for a “limited part” reserved for 
the donor and his wife, all future earnings 
of the company are to go to the community. 
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Key-Man Business Insurance Gains 


Whereas formerly 20-25 per cent of bus- 
iness life insurance cases were of the key- 
man type and the remainder liquidation 
cases, those percentages have now been re- 
versed, according to Leon Gilbert Simon, 
well known New York underwriter. Quoted 
in an article by W. A. Hamlin in The Spec- 
tator for Dec. 5, 1940, Mr. Simon stated 
that “industries going full-time under the 
stimulus of war orders have increased the 
importance of technical experts, so that a 
lot of companies are taking out key-man 
insurance.” The value of a key man is 
usually 4-5 times his annual salary, as it 
would take 4-5 years to replace him, Mr. 
Simon said. 


Reference in a Will to a Trust Agree- 
ment 


The Yale Law Journal, December. 


This note discusses the rule, varying in 
the different jurisdictions, governing the in- 
corporation of an extrinsic document in a 
will by reference. In New York, where the 
principal case (Manhattan Co. v. Janowitz) 
arose and where such incorporation is in- 
valid, there is an “exception” when the docu- 
ment referred to has “independent signifi- 
cance,” e.g. a trust agreement. The author 
criticizes the decision denying validity to 
the reference to an amendable trust, on the 
ground that there should be a distinction 
between incorporation of a testamentary 
document and of a non-testamentary docu- 
ment, the latter being permissible, and also 
that the social objectives of the statute of 
wills are served by the formalities of an in- 
ter vivos trust. 





Guiding Principles for Trust Men and Underwriters 


NEW Statement of Guiding Prin- 

ciples for cooperation between Trust 
Officers and Life Underwriters has been 
adopted by the Corporate Fiduciaries 
Association of New York City and the 
Life Underwriters Association of the 
City of New York, following two years 
of study by special committees of the 
associations. Examination of the ex- 
perience since the original Statement 
was promulgated in 1930 revealed 
that the 1930 Statement had become out- 
moded and its terms no longer practical. 
The “rules of conduct” are: 


1. The best interests of the customer and 
his beneficiaries shall be the paramount 
consideration in all cases, 

. Life Underwriters and Trust Officers 
analyze estates to determine insurance 
needs and trust needs respectively. 
Their relationship centers primarily in 
analyzing the customer’s estate and 
determining what life insurance he 
needs, how it should be distributed on 
his death and the need for trust ser- 
vice in administering and conserving 
his life insurance and general estate. 
In the analysis of the same estate the 
Life Underwriter and the Trust Officer 
shall co-operate wherever possible. 


. While Life Underwriters should be 
familiar with the basic particulars of 
trusts, and Trust Officers with the basic 
particulars of life insurance, neither 
shall give technical information or ad- 
vice on matters that lie within the pro- 
vince of the other. Wherever possible 
the Life Underwriter shall consult with 
or call into conference a Trust Officer 
of the customer’s choice. Likewise the 
Trust Officer, instead of offering tech- 
nical advice or information on life in- 
surance matters shall consult with or 
call in a Life Underwriter of the cus- 
tomer’s choice. Such a relation re- 
quires that Life Underwriters co-oper- 
ate with Trust Officers in bringing be- 
fore their customers the various trust 
services offered by trust institutions, 
and that Trust Officers advise and en- 
courage adequate life insurance protec- 
tion. 

. As confidence must be the basis of any 
relationship, the Trust Officers and Life 
Underwriters should seek the assis- 


tance of each other in any given case 
with the confident assurance that 
neither will do anything to jeopardize 
this existing relationship. 

. The customer should be free to choose 
any trust institution or Life Under- 
writer to represent him, but if he has 
no preference, it is in order for the 
Trust Officer to recommend a Life Un- 
derwriter or for the Life Underwriter 
to recommend a trust institution. How- 
ever, neither the Life Underwriter nor 
the Trust Officer shall be expected to 
furnish the other with names of pros- 
pects, or to assist by letters of intro- 
duction or otherwise to establish con- 
tact with prospects. 

. The financial returns to each interest 
shall come wholly from their respective 
services. As the payment of commis- 
sions from the sale of life insurance 
to any unlicensed person is illegal, 
Trust Officers shall not receive com- 
pensation on the sale of life insurance. 
Life Underwriters shall not receive 
compensation from a trust or banking 
institution for the placing of trust busi- 
ness or for any banking or trust rela- 
tionship resulting from the contact of 
the customer with the trust or banking 
institution. 

. The use of settlement options for the 
payment of insurance proceeds, or the 
use of life insurance trusts, or both, is 
frequently indicated in arranging a 
proper estate plan. As each method 
of managing insurance proceeds is in- 
tended to serve a specific need, the use 
of either or both methods should be 
determined solely by the best interest 
of the customer, and is not a subject in 
which the interests of the Life Under- 
writer and the trust institution are at 
variance. 

. There shall be a joint committee on co- 
operation appointed annually by the 
presidents of the respective associa- 
tions. Any difference of opinion be- 
tween Life Underwriters and Trust 
Officers, or reports of lack of co-opera- 
tion, shall be referred to this committee 
for such action as may to them seem 
necessary. 

The chairmen of the respective Com- 
mittees on Cooperation are R. McAllister 
Lloyd, vice president, Bank of New York, 
and Irwin D. Herzfelder. 





Safeguards for City Mortgage Loans 


Three Principles Suggested To Minimize Loss Possibility 


RICHARD M. HURD 
Chairman, Lawyers Mortgage Corporation, New York City 


Mr. Hurd is a veteran authority in the mortgage field. 


In the ac- 


companying statement recently made, he outlines a proposal for protective 


statutes for investment of trust funds in urban mortgages. 


Believing that 


enactment of the three principles suggested would be in the public interest, 
Mr. Hurd plans to sound out legislative opinion among the lines discussed. 


ERHAPS sufficient time has elapsed 

since the Great Depression — which 
reached New York real estate in 1932— 
to justify an attempt to suggest addi- 
tional safeguards in the lending of 
Trust Funds on city real estate, which 
probably constitute more than half the 
total of city mortgage money in New 
York.* 


1st. In valuing city real estate as 
security for mortgage loans, shift the 
emphasis from externals to internals, 
from structural investment to net in- 
come. 


2d. Adopt the point of view that a 
mortgage is borrowed money which 
must be repaid, not a prior share in the 
ownership of real estate. 


3d. Select safe types of mortgage 
risks and lend only on standard busi- 
ness or residence properties, avoiding 
special utilizations. 
*The term is here used to include funds in the 


hands of trustees, trust companies, savings banks, 
and life insurance companies. 


What of Income? 


HE New York law (substantially 
like many others) reads that Trust 
Funds may be invested “in bonds and 
mortgages on unencumbered real prop- 
erty in this State worth 50% or more 
than the amount loaned thereon.” In 
conformity with this legal basis of valu- 
ation the usual form of Appraisal Cer- 
tificate for New York mortgage loans 
reads: “Our estimate of the value of this 
property at the present time would be 
, of which sum the land value 

would be $ 
No mention is made either in the law 
or the appraisal of net income, the sole 
security of mortgage loans! An apprais- 
al should not be accepted as sufficient 
basis for mortgage loans without income 
statements and experienced mortgage 
judgment. The appraisal should be re- 
viewed by the mortgage officer of the 
investing institution, who should obtain 
figures of detailed rents and leases of 
the property, operating expenses and net 
income, and then judge the desirability 
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of the mortgage from the financial pic- 
ture of the property and not its physical 
aspect. 

A new form of real estate appraisal 
designed for mortgage loans has been 
issued by ‘the Mortgage Conference of 
New York, the appraiser furnishing not 
only the usual information as to land and 
building, but also Estimated Average 
Rental Over the next Five Years, Esti- 
mated Reasonable Allowance for Vacan- 
cies, Loss of Rent & Concessions, Esti- 
mated Expenses and Estimated Net In- 
come. Such a more complete form of 
appraisal if generally adopted in New 
York should result in emphasis on future 
earnings in mortgage loan appraisals. 
The chief danger of the “brick and mor- 
tar” appraisal for mortgage loans occurs 
when a building of substantial cubical 
content has become obsolete or is so 
erroneously located that net income is 
negligible, in which case the security for 
the mortgage loan has vanished. 

The appearance of fine buildings is 
sometimes misleading, as is also the 
term “fixed capital,” when applied to 
real estate as mortgage security. It is 
true that when a fire-proof building is 
erected, the land and building are fixed 
in the sense that they cannot run away, 
but “value,” the unseen heart of real 
estate, the foundation of mortgage secur- 
ity, is not fixed but fluctuates with net 
income. The fundamental fallacy in 
applying the ordinary appraisal to mort- 


The Sole Security 
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gage loans is that it is based on the 
money that has gone into a property and 
not on the money that comes out of the 
property. In gauging future net income 
the judgment of the mortgage officer is 
of vital importance, the long range view 
taking into account all factors affecting 
it, suitability to location, design and 
layout of buildings, obsolescence, aver- 
age rents, fluctuating interest rates, etc. 


In considering an application for a 
mortgage loan the sound point of view 
is to figure first the amount to be paid 
out from rents for operating expenses, 
(failure to pay which results in the 
cessation of all income), second the 
amount payable for taxes, (failure to 
pay which results in a lien ahead of the 
mortgage) and finally the amount left 
over for interest and yield on equity. 
The laws governing the investment of 
Trust Funds in real estate mortgages 
might well copy the provision governing 
the investment of Trust Funds in rail- 
road and public utility obligations, in 
which the basis of value is recognized 
as net income and not physical assets. 


Amortization 


EAL estate mortgages are slow in- 

vestments, lacking in liquidity, not 
subject to speculation, normally worth 
par, no more, no less. A mortgage made 
for a year may run fifty years without 
repayment in whole or in part and may 
then be said to lose its character as a 
repayable loan and assume the character 
of a prior share in the ownership of the 
property. 

Long term loans without amortization 
are convenient and economical as to 
bookkeeping and have long been the cus- 
tomary form of mortgage. Since how- 
ever the chief aim in the investment of 
Trust Funds is that the principal should 
not be lost, the increased safety of instal- 
ment payments might well influence the 
terms of the investment contract. In- 
stalment companies of all kinds have a 
remarkable record of safety even during 
the Depression. Doubtless some of the 
best mortgages have such a large margin 
of security that for a limited time amor- 
tizations are unnecessary, but in the 
whole field of mortgage loans, the in- 











vestor, individual and corporate, would 
be on the safer ground if the mortgage 
loan had to be repaid in instalments and 
could not continue as an indefinite debt. 


The clearest example of good results 
from the amortization of mortages are 
those of one-family dwellings, built as 
homes, not investments, for occupancy, 
not rental yield, and free from net in- 
come requirements suggested for busi- 
ness and apartment mortgages. They 
are correctly handled by the Federal 
Housing Administration which, follow- 
ing the methods of Building & Loan 
Associations and European Mortgage 
Companies, requires the mortgages to 
be paid off in monthly instalments until 
the last dollar is paid. The Federal 
Housing Administration has a remark- 
able record for safety of its mortgages 
on small houses during the past six 
years, only one-third of one precent of 
such loans having been foreclosed, with 
trifling losses. Large Trust Funds with 
constant flow of capital would not be in- 
convenienced by amortization payments 
but small Trust Funds might find them 
difficult to handle. 


Avoid Specialties 


HE 
should be limited to standard busi- 
ness or residence properties, avoiding 


investment of Trust Funds 


all special utilizations. The following 
definition of “specialties” is from the 
draft of a proposed law to govern mort- 
gage investments: “ ‘Specialties’ mean 
real property such as places of worship, 
charitable institutions, factories, brew- 
eries, clubs, public garages, automobile 
service stations, gasoline stations, hotels, 
hospitals, schools, theatres, moving pic- 
ture houses, golf courses, places of 
amusement, and any type of improved 
real property other than dwelling houses, 
apartment houses, office buildings, loft 
buildings and stores.” 


The laws governing the investment of 
Trust Funds in real estate mortgages 
place no restrictions on the character of 
real estate accepted as security. To cite 
extreme examples, it is entirely legal to 
lend Trust Funds on slaughter houses, 
bone-boiling plants, gas stations, brew- 
eries, mausoleums, cemetery lots, etc. 
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Experience has shown that “special- 
ties” furnish a disproportionate volume 
of foreclosures and a larger percentage 
of loss than mortgages on standard prop- 


erties. The steadiest income earners in 
the field of city real estate are business 
and residence properties, including re- 
tail, wholesale and office buildings and all 
types of residences from penthouse 
apartments to small private dwellings. 
Granting that it would be a poor city 
which did not have cultural, religious 
and entertainment facilities, the added 
risks in financing them render them un- 
suitable for Trust Funds. Mortgages on 
such properties rely not upon rents but 
upon the support of the community. 
Hotels, theatres, garages, factories, are 
all capable of earning income, but are 
not standard properties since they de- 
pend for success on management rather 
than upon location and where manage- 
ment is the basis of security, the loan 
should rely on individual mortgage in- 
vestors. When specialties are foreclosed, 
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it may be impossible to rent or sell them 
for long periods, but when business or 
residence properties are foreclosed, they 
should be rentable, (possibly after re- 
pairs and at reduced rents) and when 
rented they should be saleable at some 
price. 


Suggested Legislation 


ANY Trustees have limited their 

mortgage loans in comformity with 
the principles outlined above, but it 
would seem to be in the public interest 
to crystalize these reasonable safeguards 
by carefully working out laws providing 
that: 

1. Trust Funds can only be invested 
in mortgages on improved city real es- 
tate where the net earnings of the prop- 
erty amount to one and one-half times 
the mortgage interest. 

2. Trust Funds can only be invested in 
mortgages on improved city real estate 
where annual payments in reduction of 
the principal are required, except where 
the mortgage is 40% or less of the ap- 
praisal. 

3. Trust Funds can only be invested in 
mortgages on improved city real estate 
used for business or residence purposes, 
no mortgage being accepted on “special- 
ties.” 

Looking back at the lessons of the 
Great Depression, it can hardly be doubt- 
ed that had these principles been widely 
adopted, the losses of Trust Funds in 
mortgage loans would have been smaller 
than they were, and looking forward it 
is believed that future losses can be 
diminished by the adoption of these 
principles. 


Insurance Company 
Investment Record 


Twenty-five of the largest insurance 
companies in the United States earned an 
average net rate of interest in 1939 of 
3.59%, as compared with 3.62% in 1938, 
during which year the highest net rate of 
interest earned was 4.16% and the lowest, 
8.88%. The range in 1939 was 4.17% and 
the lowest, 3.38%. The range in 1939 was 
4.17% and 3.16%. The average in 1930 was 
5.03%. 


. 
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Private Placements 


Available statistics indicate that some 
$4,000,000,000 of securities issued since 
1935 have been privately placed rather 
than offered through the usual channels. 
It is only recently, however, that such 
large private financings as the $140,000- 
000 American Telephone & Telegraph 
Co. debenture bond issue have focused 
attention upon the implications which 
this short-circuiting of the securities act 
is having upon corporate trustees, un- 
derwriters, and the bulk of institutional 
investors. It has been estimated that 
the proportion of such financing to total 
new and refunding issues has increased 
from about 7% in 1936 to approximately 
44% in 1939. 

Of greater concern to some is the vir- 
tual monopoly of the market for high 
grade securities to which extension of 
this practice would seem to lead. In 
one year, for example, the five largest 
insurance companies took up almost 70% 
of the $800,000,000 of securities thus 
issued, and in all there were consider- 
ably less than 100 purchasers. On the 
other hand, $1,347,000,000 of publicly 
offered issues were purchased by more 
than 700 institutional investors, the five 
insurance companies taking only some 
14%. 

To what extent liquidation of British 
holdings in this country will augment 
the supply of suitable trust investments 
is a matter of conjecture. At best it 
would seem to be a temporary relief. 


“Charitable” Foundation Assailed 


The George and Frances Ball Foundation, 
created by George A. Ball, has been charac- 
terized as a “superholding company” by the 
Senate Railroad Finance Committee. The 
foundation, organized for “charitable, edu- 
cational and religious purposes,” has al- 
legedly enabled the Ball family to retain 
control of a profit on a $5,000,000 sale of 
Alleghany Corp. securities without liability 
for income or inheritance taxes. Chairman 
Burton Wheeler admitted that the proceeds 
presumably would some time in the future 
be used for charitable purposes, but re- 
marked that in the meanwhile “the sum, 
with the vast power it entails, remains firm- 
ly under the control of Mr. Ball,” who “com- 
pletely dominates” the foundation. 


























The First National 
Bank of Chicago 


Qualified in Strength, Size, 
Experience and Prestige to 
serve in the most responsi- 
ble corporate trust capacities: 


Corporate Trustee 
Registrar 
Transfer Agent 
Depositary 
Disbursing Agent 
Paying Agent 


Member Federal Deposit Insurance Corporation 





Bond Investments Under Present Conditions 


Threat of Inflation Minimized 


OSCAR L. BUHR 
Vice President, Detroit Trust Company 


T is our belief, from past experience, 

that the soundest investment for a 
trust estate is a high grade bond. The 
largest percentage of an account should 
consist of quality bonds such as Govern- 
ments, municipals and _ corporation 
issues. Our record of safety in the own- 
ership of municipal bonds has convinced 
us of their great desirability. The aver- 
age return on high grade municipals 
purchased over the past fifteen years is 
still approximately 3.75%. The other 
features that make municipals so attrac- 
tive are their tax exemption and the 
choice of maturities available. We still 
feel that wherever possible and where 
tax exemption is at all important, we 
should continue to purchase quality mun- 
icipal bonds even at the present low rate 
of return. 

Corporation bonds, of course, are an 
important part of our investment pro- 
gram. The callable feature has proven a 
real detriment to the investor and at 
the present time, in order to purchase 
corporation issues, it is necessary to al- 
most restrict oneself to the utility field 
and to purchase long term issues at a 
very low yield. 


Price Fluctuation 


One of the objections that we must 
face from trust clients is aimed at the 
high prices paid for bonds and the fear 
of fluctuation in price. While it is true 
that bonds purchased at present high 
levels may, during the next several years, 
suffer a drop in price, it is our conten- 
tion that if we confine ourselves to the 
purchase of quality issues in an account 
which runs for a long period of years 
and if it is an account in which liquida- 
tion is quite improbable, then the fluctua- 
tion in price is not a serious matter. 


From a talk delivered to the Bond Men’s Club 
of Detroit, Dec. 1940. 
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We try to purchase bonds with a matur- 
ity that somewhat approximates the ter- . 
mination of the account and we feel that 
if the bonds are high grade, then at 
maturity that price will again approach 
par and the danger of losing a substan- 
tial portion of the principal is very slight. 


In this respect bonds differ from 
stocks because there is no future fixed 
value of a stock. It depends entirely 
upon the conditions of the market at the 
time and upon the dividend that is being 
paid, and it is possible that the stock 
will never recover a reasonable price. 
The price of quality bonds fluctuates 
largely because of changing interest 
rates while the price of a stock usually 
fluctuates because of corporation earn- 
ings, and when a stock begins to enter 
a downtrend it is quite probable that the 
dividend on this stock will also suffer. 
Since the interest rate on a bond is fixed 
there is no danger of a change in this 
interest payment unless the corporation 
defaults or is forced to reorganize. For 
these reasons we feel that fluctuations 
in bond prices are not nearly as serious 
as fluctuations in stock prices and the 
fluctuations of the latter usually greatly 
exceed those of the former. 


Inflation and Common Stocks 


While a reasonable percentage of com- 
mon stocks is probably desirable under 
present market conditions, it is far from 
a proven fact that common stocks can be 
considered sound and permanent invest- 
ments for a trustee. Conditions in in- 
dustry change so rapidly that one group 
of stocks is preferable at one time and 
shortly thereafter this type of stock en- 
ters an unsatisfactory period and it is 
necessary to switch to an entirely dif- 
ferent field. A trust investment should 
be of a more permanent type because of 
problems involved in getting the neces- 





Complete facilities for handling. your 


Banking and Fiduciary Business 


promptly and effectively. 


tke FIFTH THIRD [JNION TRUST co 


CINCINNATI, OHIO 


Member Federal Reserve System — Member Federal Deposit Insurance Corporation 


sary approvals from trust clients and the 
necessity of getting deliberate action 
from officers, committees and the Board 
of Directors. The trustee must always 
guard against the accusation of con- 
stantly shifting funds from one invest- 
ment to another, and yet the very nature 
of common stocks makes it necessary to 
sell and reinvest at frequent intervals. 
It is our feeling that equities are a 
treacherous field for funds which must 
be preserved and consequently it has 
been our practice to confine the invest- 
ment in common stocks to a small per- 
centage approximating 10% to 25% of 
an account. We do not believe that an 
increase in this percentage is wise even 
under present conditions. 

One of the arguments used in favor of 
the purchase of common stocks is the 
threat of inflation. There are a great 
many uninformed statements on this sub- 
ject. First of all, the term inflation 
does not merely mean a gradually rising 
price scale because rising prices are usu- 
ally present during a period of prosper- 
ity, which is a desirable situation from 
a business angle and does not constitute 
true inflation. If individuals would sim- 
ply say that we are facing a period of 
rising prices, that statement might be 
admitted to be true. If these individuals 
mean, however, and most of them do, 
that there is imminent danger of a wild 
upward rush of prices of commodities, 
labor, clothing and rent, then I believe 
they are entirely mistaken. We still 
have a situation where excess wheat, 
cotton, oil and other commodities and 


labor exist. Inflation in the price of 
these items will take place only in case 
of scarcity and I don’t believe that we 
need to fear a scarcity in the immediate. 
future. 


Real Inflation 


Real inflation is usually caused by the 
depreciation of the currency of a coun- 
try due to the lack of a sound base. 
The presence of the tremendous supply 
of gold in this country is the very best 
argument against a depreciation of our 
dollar. There is a great deal of talk 
about the worthless character of gold 
but I believe that history has proven that 
gold is the best money that has yet been 
developed, and since this gold is held in 
our own country and we have no reason 
for exporting it to other countries, since 
practically all of them owe money to us, 
I cannot understand why we should 
worry about the fact that some countries 
such as Germany, Italy, or even Eng- 
land, would declare gold worthless and 
leave us with a large hoard of useless 
gold. Countries such as Germany and 
Italy have no control over the value of 
gold and England still has an excellent 
reason for maintaining its value since 
the British Empire is one of the largest 
producers. 


It would seem logical, therefore, that 
it is up to our own country to determine 
whether its value should be maintained 
or whether it should be declared worth- 
less. The very fact that we do have a 
large supply has prevented a loss of con- 
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fidence in our dollar. I might add that 
the proper place for the gold supply of 
the nation is in the vaults of the central 
banking system or of the Government, 
where it can serve its real purpose of 
providing a sound money basis, and it 
should not be handed out to individuals 
to be hoarded in safe deposit boxes where 
it would actually be worthless. 


It may be of interest to show how the 
funds of our Trusts are distributed 
among different types of security invest- 
ments: 10% in Governments, 50% in 
municipal bonds, 4% in public utility 
bonds, 142% in railroad bonds, 1% in 
industrial bonds, 34%% in real estate 
bonds, 30% in preferred and common 
stocks. The reason our stock percentage 
is so high is that among our accounts 
are a number of agencies over which we 
have limited control, in which the com- 
mon stock investment is very large. 
Since 60% of our funds are in Govern- 
ment and municipal bonds, the value of 
our accounts is at a very high level 
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because of the high prices now pre- 
vailing. 

The fact that we do not fear any 
immediate inflation and the fact that the 
future tax problems of corporations are 
serious and that earnings of corporations 


‘available for dividends may be reduced 


by national taxes, make us confident that 
the purchase of highest grade bonds is 
still the best policy for trust accounts. 


New York Trust Group Meets 


The Fall Meeting of the Central New 
York Trust Association, held November 28 
in Syracuse, was attended by more than 30 
officers of Trust Departments from Nation- 
al and State Banks and Trust Companies in 
Group IV New York State Bankers. The 
topics for the afternoon were, Management 
of trusteed real estate, Supervision of mort- 
gages held by a fiduciary, and Are mort- 
gages a desirable investment now? 


The discussion was handled by a panel 
headed by Harry Barber, trust officer, Mer- 
chants National Bank and Trust Company. 


In connection with the discussion on mort- 
gages, W. D. Johnson, a Syracuse attorney 
of the law firm of Bond, Schoeneck and 
King, and William V. Stone, assistant vice 
president and assistant trust officer of the 
Lincoln National Bank and Trust Company 
of Syracuse, staged a question and answer 
period on Federal Housing Mortgages. The 
outstanding feature of the meeting was the 
absence of set speeches. 


It is expected that the next meeting will 
be held the latter part of May 1941. C. W. 
Williamson, Jr., vice president and trust 
officer of The Farmers National Bank and 
Trust Company of Rome, is the present 
Chairman of the Association. 


ee 


The sixty-second annual report of the 
Trustees Executors and Agency Company, 
Ltd. of Sidney, Australia, aside from being 
a statement of the financial condition of the 
company, is also an excellent piece of pro- 
motional material. The first section of the 
pamphlet follows the form of most conven- 
tional financial statements. The second sec- 
tion attempts to tell of the trust company’s 
services. The scope and powers of the 
company are described, a scale of charges 
and fees is listed and the advantages of a 
corporate appointment are set down in very 
interesting fashion. 
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Developing A Coordinated Operating System 


Considerations in Installation of Machines 


An Article Based on Actual Experience of a Large Institution 


UR Planning Department was in 
for an adventure. Information had 
reached the Bank and been confirmed, 
that certain strange contrivances were 
in existence which, for versatility and 
capacity for work, were said to be truly 
amazing. To track such contrivances 
to their habitats, study them, and re- 
port whether or not they could be 
harnessed for trust department work, 
was the mission we were to undertake. 
We were given the necessary author- 
ity and time and so we began our study 
adventure, equipped with experience 
and enthusiasm and backed by the 
active cooperation of the management 
and interested executives. 

At the very beginning we were in- 
formed that there were two species of 
these contrivances—the one motivating 
electrically, the other mechanically. 
That broadened the field of our re- 
search. (By now you may have sur- 
mised that the contrivances in ques- 
tion were tabulating machines.) 

To continue. Our first step brought 
in the representatives of the competing 
concerns for the purpose of making in- 
dependent preliminary surveys of the 
work to be covered. Though the com- 
peting machines had many features in 


common, sufficient differences existed to 
make competitive surveys a definite 
requisite. The objective of these pre- 
liminary surveys was to determine 
whether or not a tabulating installation 
would be of economic advantage and if 
so, which of the competing machines 
had the special features best suited for 
our particular requirements. 


A Fresh Start 


EFORE the representatives began 
their survey, the management told 
them in so many words: “Gentlemen, 
we are interested in knowing what these 
contrivances can do to help us with our 
accounting and general operating prob- 
lem. We are open-minded. Prove to 
us that you have something that we 
need, something that will be of benefit 
to our business. Our time, energy and 
knowledge are at your disposal.” 
Organization A was first asked to 
make its study. At that time A had 
worked to a limited degree on some ex- 
perimental trust accounting installa- 
tions but none of these installations had 
been developed to a point where they 
were available for inspection, study or 
criticism. This was just as well for it 
forced us to begin the preliminary study 
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of the fundamentals from a fresh view- 
point, a viewpoint which had as a back- 
ground our own standards, policies and 
practices; a viewpoint which was not 
confused by many ifs and buts begot 
by conditions and practices entirely ex- 
traneous to our own workshop. 


A’s representative was a bright per- 
sonable young man with a fine record 
of successful installations in other 
fields. He was given free access to our 
accounting and affiliated departments 
and was at liberty to study them as 
carefully as might be necessary. He 
learned about trust operations from us, 
their ramifications, their exacting re- 
quirements. We learned about tabu- 
lating machines from him; the various 
types of machines; their operating 
principles; the wide range of their ap- 
plications and the multiplicity of the 
uses to which they had been put. After 
a survey lasting a period of months A’s 
representative, however, rendered a pre- 
liminary and rather negative opinion. 


A Working Model 


HE next phase of our study adven- 

ture brought to us an alert young 
representative from organization B 
who had an excellent technical knowl- 
edge of his machines and from the first 
was confident of their satisfactory ap- 
plication to our problem. But we had 
to know that his convictions were as 
right from our special viewpoint and 
therefore we had no limit to our work- 
ing hours for we were absorbed in these 
machines and in the problem of their 
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application to our accounting and oper- 
ating routine. It was like the thrill of 
breaking new trails. 


B had an installation which we vis- 
ited. We were guided through the en- 
tire operating routine and given the re- 
lated forms with an explanation of their 
arrangement and invaluable interpreta- 
tions of their ideas and experience. Our 
report to the management analyzed the 
main features of this installation, as 
well as the basic differences in prac- 
tice, legal requirements and general 
policies which had to be taken into con- 
sideration in applying that experience 
to our own plan of operation. 


At our suggestion A organization 
sent us another representative. During 
numerous meetings with this represen- 
tative and other representatives we 
concentrated on learning fundamental 
functions, limitations and principles on 
which the machines operated. 


Initial Uses and Subsequent 
Development 


S the immediate and future objec- 

tives which might reasonably be at- 
tained clarified themselves we evolved, 
without resorting to written outline, the 
substance of a practical tabulating in- 
stallation. 

The initial installation was to cover 
the control and accounting of our trust 
and agency securities, the collection and 
credit of income, the collection and credit 
of redemptions, maturities, tax reports 
and preparations of related statements 
and advices. 

About one year after the beginning of 
our study, the tabulating companies pre- 
sented outlines of the proposed proced- 
ures for the various functions, of forms 
to be used, time charts for the various 
procedures, floor plans and estimates of 
the required personnel and machine costs. 
They stressed savings to be expected be- 
cause of reduced operating costs, sav- 
ings in floor space, increased accuracy 
and control, and increased speed in per- 
formance. 

We built a set of cards and basic 
forms, codes and controls and in conjunc- 
tion prepared a tentative outline of func- 





tional procedure. Each operating detail 
was coordinated with the main objective. 
No procedure for the accounting of a 
purchase or sale was accepted until we 
had considered the effect on the collec- 
tion of income procedure, the cage pro- 
cedure, any collateral loan factor and 
other direct or indirectly affected oper- 
ating routine. 


We religiously adhered to simplicity, 
and steered away from the temptations 
to build too many features into the cards 
and codes at the inception. We began a 
thorough examination of unusual items 
which, if ignored, might cause untold 
muddling and disorganization, yet if dis- 
proportionately considered might so en- 
cumber the routine as to defeat the very 
purpose of the plan. Each such item 
was painstakingly listed as it came up 
and we established the relationship of 
each to the problem as a whole. For ex- 
ample, if we were confronted with unus- 
ual par values, rates or paying dates 
which did not fit into the rigid space 
allowance and general procedure outlined 
for the securities as a group, we checked 
on the frequency with which such excep- 
tions occurred. If we had, say, five 
thousand various securities to consider 
and the item under discussion would oc- 
cur about five times out of that five 
thousand, we did not hesitate to make 
separate provision therefor. To have 
an exception make the rule would have 
compelled us to sacrifice too large a pro- 
portion of the benefits gained. 


Test Cases and Description 


HE nucleus of a department was next 

organized whose purpose was to set 
up experimental accounts and check the 
soundness of theories by putting them 
to an actual operating test. 


Description of accounts and securities 
had to be worked out to fit the mechan- 
ical limitations of the punch card which 
is the hub of all tabulating systems. The 
limited capacity of the cards and ma- 
chines placed a high premium on space. 
The working out of satisfactory security 
descriptions, for instance, was a study in 
itself. State and municipal bonds posed 
more questions than any of the other 
securities. After attempting to estab- 
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lish some rigid rules we came to the con- 
clusion that the general rules of descrip- 
tion, exclusive of par value and rates, 
had to be flexible and formulated on the 
basis of expediency. The principle estab- 
lished was that a security should be so 
described that standing alone it could be 
unmistakably identified by the trader. 
We used certain accepted uniform ab- 
breviations but also introduced ideas 


developed by the ingenuity of the clerks. 


In the initial operating stages in our 
experimental group of accounts, we made 
it mandatory for one of the directing 
group to sit with every operator and 
actually handle and work through the 
steps involved. 


Personnel Requisites 


OR the job of machine operators we 

chose two experienced girls who were 
well recommended by the tabulating com- 
pany. The management gave us practic- 
ally a free hand in permitting us to hire 
or select the men or women we believed 
would measure up to the importance of 
the job to be undertaken. Needless to 
say, men and women are not to be select- 
ed by pattern. They are generally a 
mixture of the qualities you want and 
some you could do without. 

For example, there is the type of clerk 
who could do a well nigh perfect job 
once he got through arguing that the job 
couldn’t possibly be done the way it had 
been outlined. Then there is the bright 
imaginative fellow, who, if not kept with- 
in bounds, would soon be telling the man- 
agement how to do it all. He has to be 
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listened to, however, and encouraged, for 
his active brain, if properly guided, is 
productive of many constructive ideas. 
There is also the fast thinking, fast 
working clerk who, if he applied himself, 
could out-think and out-work most of his 
fellow-workers, except that if left too 
much on his own he is likely to turn his 
attention to any available diversion and 
unrelated discussions. All these have 
their place and if properly supervised can 
be most valuable but the backbone of 
such a. department are the pluggers, 
amenable to direction and corrective sug- 
gestions. This type of worker responds 
to understanding, energetic leadership 
and in responding is capable of rising 
far above his or her normal capacities 
when an emergency develops. 

In making our selections we kept in 
mind the factor of morale with an eye 
to the time when the pressure of work 
would be exhausting, the hours long, the 
discouragements many and the encour- 
agements few. We could not afford the 
clerk who had too many outside interests 
which constantly required his attention, 
for this was not a normal job; we could 
not afford the lazy though brilliant work- 
er, nor the inherent Bolshevik who al- 
ways grumbled while he worked, nor the 
introvert who, incapable of absorbing 
criticism or direction, always felt them 
to be personal in nature. 

Test periods are trying periods dur- 
ing which the management must contin- 
uously evince its sympathetic interest, 
yet never relax its well regulated pres- 
sure, or the experiment may go zig-zag 
fashion from detour to detour; enthus- 
iasm dies; interest is lost and money and 
time are wasted. Hundreds of time-con- 
suming details must be settled before the 
operating machinery can be put into high 
gear and for these management must 
have confidence and patience or the re- 
sult will just be a product of hurried, 
superficial thinking. 

Once the chief objectives have been 
attained there follows the correlation of 
other functions. With the security ac- 
counting collections and statement func- 
tions, there can be correlated proxy lists, 
investment reports, accountings, and 
state and government reports. In doing 
this we speed up the operating routine 
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to the modern pace, we benefit by stand- 
ardization and are aided in the struggle 
to keep within reasonable cost levels the 
ever growing and more exacting demands 
made upon trust companies and banks 
by customers and government. 


Trust Earnings in New York 


Income from trust departments of 
New York’s state banks and trust com- 
panies was approximately $25,000,000 
for 1939, as computed from figures ap- 
pearing in the annual report of Super- 
intendent of Banks William R. White for 
the year ending December 31, 1940. This 
total represents a decline of some $400,- 
000, or less than 2%, from the previous 
year. 

The figures, which are given in terms 
of ratio to average total assets, are seg- 
regated according to institutions within 
and without New York City. Trust 
department income of the former was 
.25% of assets of $9,235 million in 1939, 
as compared with .29% of $8,111 million 
in 1938. The “out-of-town” institutions 
showed to better advantage with .13% 
of $1,474 million and $1,442 million 
respectively. Total operating income for 
all banks and trust companies increased 
from $140 million to $144 million. 


Of the other major sources of income, 
interest and dividends on_ securities 
showed a gain of almost 5% (in dollars) 
over 1938, while interest and discount on 
loans and mortgages decreased about 
3%. It is interesting to note that trust 
department income of out-of-town insti- 
tutions was the only one of the three 
principal revenue producers not to show 
a decline in ratio. 


Referring to the department’s study 
of trust operations and costs (see Dec. 
1940 Trusts and Estates 624), the report 
states that it is designed “to accomplish 
two principal purposes, (1) the ascer- 
tainment of information as to the best 
manner of maintenance of trust depart- 
ment records and allocation of income 
and expense factors, and (2) the devel- 
opment of data relative to the question 
of whether present fee schedules are 
commensurate with the costs incident to 
the services rendered.” 





Root Hog or Die 


FRANKLIN B. KIRKBRIDE 


HE mortgage to se- 

cure a bond issue 

is a type of literature 

that the average lay- 

man and many lawyers 

know very little about, 

mistakingly thinking 

they have little or no 

interest in these bed- 

time stories. Law offi- 

- ces, however, lay claim 
to paternity and the non-legal foster par- 
ent, whether he be in the office of the 
corporate trustee or the place of business 
of the maker of the mortgage, is looked 
at askance by the members of the bar. 


I have a deep-rooted affection for the 
corporation mortgage, which I fear some 
may feel is as misplaced an emotion as 
that of the poor man who copperplated 
the mortal remains of the object of his 
adoration and kept her by him until peep- 
ing toms forced disclosure of his secret 
and a decent burial. 


One of my early jobs was to abstract 
every corporation mortgage of which the 
company was trustee. I was given the 
task because a previous administration 
had bought from a well known, highly 
reputable bond house a lot of so-called 
first mortgage bonds, which had then 
been distributed among a long list of 
trust accounts and which had proved a 
total loss. The trustee of the issue was 
a trust company of unimpeachable vir- 
tue, in the full flower of well deserved 
success. The combined reputations of 
bond house and trust company left noth- 
ing to be desired, so the bonds had evi- 
dently been bought with assurance and 
after a minimum of investigation. 


It was a railroad issue, to provide 
funds for the construction of a new line. 
It developed later that, contrary to pre- 
sent practice, which is to escrow the 
funds, the mortgage contained no pro- 
vision requiring the trustee to see to the 
proper application of the money derived 
from the sale of the bonds. 


O we charged “Undivided Profits” 

with the cost of our bonds and cre- 
dited “Sundry Trust Accounts,” absorbed 
the loss and worked hard during suc- 
ceeding years to make good that big dent 
in corporate profit and pride. As a 
result, we proceeded to digest the con- 
tents of each mortgage under our ad- 
ministration and koil it down to a two- 
page abstract, observing the admonition 
that judicious omission is preferable to 
correct superfluity. 


The oldest mortgages contained the 
names of prominent citizens as trustees. 
After they had died, the trust company * 
had become substituted trustee. Com- 
pared with the corporation mortgages of 
today, these old mortgages were examples 
of conciseness and brevity. Yet to a 
youngster, unaccustomed to the circum- 
locution of the law, the refrain “words 
without end, amen” was evoked constant- 
ly by the dusty, red-tape-bedecked docu- 
ments. 

The abstracting started off gaily— 
name, date, recorded, lien, description 
of mortgaged property, default and so 
on until the left-hand page was com- 
plete. When that was done, it was gen- 
erally time for lunch or to put the prec- 
ious papers back in the vault. 

Application of proceeds, substitution 
of collateral, provisions as to after ac- 
quired property, release provisions, ob- 
solescence, removal and substitution of 
trustee and other non-conforming mat- 
ters required more thought. The con- 
densation of whole pages into short sen- 
tences sometimes took days in the doing, 
for woe betide the reputation of the hu- 
man condenser if any pertinent fact was 
omitted. 

The job meant going beyond the mort- 
gages themselves, for it was necessary 
to determine what clauses had been ad- 
judicated, what provisos had stood the 
test of judicial scrutiny, which had fallen 
by the wayside. The “deadly parallel 
column,” reducing all to comparable 


83 





Tae OLDEST TITLE 
INSURANCE COMPANY 
IN THE WORLD... 


e@ 
y. 84%, 
COVERAGE 


This company 


has issued titles on prop- 
erties located in 56 of the 
67 counties in Pennsylvania. 


LAND TITLE BANK 
AND TRUST COMPANY 


PHILADELPHIA 


Main Office: Broad and Chestnut Sts. 
Downtown Office: 517 Chestnut Street 


Member Federal Deposit Insurance Corporation 


form, as far as it could be done, made 
possible what would otherwise have been 
an almost superhuman task. It was 
before the days of open-end mortgages 
and the fads and fancies which in later 
years beclouded and made moot many a 
point that has bothered trustees, been 
productive of fat fees to counsel and 
sometimes loss to mortgagor or mort- 


gagee. 


HE untested doctrine of non-fiduc- 

iary trusteeship had not even been 
invented. The word “lien” had, however, 
been coined and the shadowy territory 
surrounding first and second mortgages, 
first, second, third, general and special 
liens, income bonds, debentures, partici- 
pations and the like, was beginning to 
bother the artists who colored railroad 
maps to make easy the determination of 
succeeding layers of superimposed secur- 
ity (or lack of it). 


I have always believed, as the result of 
a working knowledge of the responsibili- 
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ties assumed, knowingly or unwittingly, 


‘by corporate trustees of bond issues, 


when acting in a fiduciary capacity, that 
the scale of pay for this service was al- 
together too low and utterly incommen- 
surate with the extent of liability which 
might be involved. To meet this situa- 
tion, the general practice has been to 
limit liability of the trustee by contract, 
even to such an extent that the effect 
was acting in a non-fiduciary capacity. 
Recent Federal legislation has, how- 
ever, increased not only the duties but 
the responsibilities of trustees and the 
cost of acting in this capacity. As 
a consequence, “let the seller beware” 
now looms as large as “let the buyer be- 
ware” did in the old days. The relation 
of debt to capital structure, the impor- 
tance of proper depletion, amortization 
and depreciation are today better under- 
stood than in the past. It is a question 
whether the use of clear, unequivocal 
language has improved as corporation 
mortgages have become more complex. 

At all events, Federal regulation, aim- 
ing to protect the public interest, is suf- 
ficient to force the porkers of this gen- 
eration to root in other and more fallow 
fields. 

a 


Role of Staff Members in the 
Development of New Business 


Banks should actively encourage and 
train their tellers, bookkeepers, and other 
staff members to assist in developing new 
business through their daily contacts with 
customers and customer’s records, it was 
recently asserted by William Powers, Di- 
rector of Customer Relations, the American 
Bankers Association, in an address before 
the Regional Conference of the American 
Bankers Association in Fort Worth, Texas. 

Said Mr. Powers: “In the banks where 
the management has conscientiously tried 
to keep the staff informed on the details 
of its business, it has been possible to create 
a high degree of cooperation among the 
staff members and to bring into existance 
a form of teamwork that has attained ac- 
complishments reflecting mutual benefit to 
the bank, the customers, and the commun- 
ity. This teamwork has been particularly 
efficient in gathering facts about customers 
and non-customers, which provide a solid 
foundation for business retention and busi- 
ness development efforts.” 





Audit of Personal Trust Accounts 


HEN a new trust is accepted we 

get instruction sheets properly ap- 
proved from the Trust Department. We 
also are furnished a legal opinion from 
counsel. In this manner we are advised 
of the main essentials of each trust 
agreement. In addition we ascertain the 
original corpus of the trust from the 
trust instrument or other independent 
source. 

With this information we set up our 
records which consist of a folder for 
work papers and an instructions book. 
This instructions book is used to record 
all the essentials of the agreement, the 
names of the beneficiaries, the names of 
the persons to whom the statements are 
to be mailed and the date for rendering 
the annual accountings. As these an- 
nual statements are placed in the mail, 
the auditor records the actual date of 
mailing and initials the record. This 
instructions book is also a “proof of 
mailing book” and is drawn up with the 
express purpose of being used as evi- 
dence in court if any question of proper 
notification should arise. 

On the respective annual accounting 
dates, the Trust Department prepares 
cash and security statements and sends 
them to the Comptroller’s Deparement 
for audit and mailing. Upon receipt we 
check this new list of security holdings 
against the previous list in our file and 
account for all sales and purchases by 
tracing the cash to the principal cash 
account. Any other principal cash en- 
tries are thoroughly scrutinized to make 
sure they are in order. We also account 
for all additions to the trust or releases 
from the trust by going directly to the 
documents legalizing such transactions. 

The next step is to see that the trust 
has been credited with all the income to 
which it is entitled, by referring to the 
security list and accounting for the in- 
come from each holding, making due 
allowance for purchases and sales. If 
there has been no income credited for a 
particular bond we verify that this is 
in order by referring to a bond manual. 
In the case of stock holdings we verify 
that we have received all the dividends 


declared by referring to a dividend ser- 
vice. Income from any other source is 
likewise proved and verified. The same 
careful scrutiny is given to all debits to 
income. 


We see that amortization has been 
taken, that allocations between principal 
and income have been properly made for 
proceeds of foreclosed real estate, bonds 
purchased flat, liquidating dividends, 
stock purchased with dividend on, etc., 
and that the commissions have been cor- 
rectly computed and have been credited 
to the General Ledger account. The pro- 
per allocation of such items is important 
for the preservation of the corpus of the 
trust and will eliminate the possibility of 
surcharges at the time of the final ac- 
counting. 

This audit of statements must be tied 
in with the records of the bank. To 
accomplish this, security lists are checked 
to the security held ledgers which are 
under unit control and which are proved 
semi-annually by us. These ledgers are 
also used by us when counting the secur- 
ities in the vault. The incoming cash 
balances are checked to the previous 
cash statement balance. The statements 
are roughly footed to ascertain that all 
transactions are reflected in the balance 
and that it ties in with the annual trial 
balance of the cash ledger. 


This audit is thorough and effective, 
and in addition to accomplishing the 
main purpose, it gives us a further check 
on the efficiency of trust administration. 
—Henry D. West, associated with a 
large New York City trust institution, 
in address before New York Conference 
of National Assn. of Bank Auditors and 
Comptrollers, Dec. 1940. 


Washington, D. C.—James D. Barrett, 
auditor of the American Security and Trust 
Company, was recently named chairman of 
a Special Committee on Cost Accounting 
for Trust Departments, of the Auditors Sec- 
tion of the District of Columbia Bankers 
Association. The group will work jointly 
with a similar group from the Fiduciaries 
Section. 
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Personnel Changes in Trust Institutions 


ALABAMA 


Birmingham—A. KEY FOSTER, assis- 
tant vice president and assistant trust offi- 
cer of the Birmingham Trust & Savings 
Company, was made a vice president, and 
JOHN C. SCHOR, manager of operations 
of the trust department, was elected as- 
sistant trust officer. Mr. Foster came to 
the bank in 1925 from the law firm of 
Bradley, Baldwin, All & White. 


COLORADO 


Colorado Springs—C. C. MORRIS was 
recently elevated from vice president and 
trust officer to president of the Exchange 
National Bank. He succeeds Charles G. 
Graham, retired. 


CONNECTICUT 


Hartford—JOSEPH R. PROCTOR was 
appointed manager of public relations and 
new business department of the First Na- 
tional Bank. Mr. Proctor has been in the 
investment banking business in Hartford 
for 20 years. 


FLORIDA 


West Palm Beach—G. E. THERRY, 
vice chairman of the board of directors 
of the West Palm Beach Atlantic National 
Bank, was recently elected president to 
succeed R. E. McNeill, Jr., who is now a 
vice president of the Central Hanover 
Bank and Trust Company of New York. 
J. EDWARD JOHNSON, vice president in 
the trust department, was also named di- 
rector. W. J. McCRANIE, JR., was ad- 
vanced from assistant trust officer to trust 
officer. 

GEORGIA 


Atlanta—Following the fiftieth annual 
meeting of the stockholders of the Trust 
Company of Georgia, announcement was 
made of the promotion of JAMES C. 
SHELOR to the position of senior trust 
officer, to continue in charge of the trust 
department. W. LeROY DAUGHTRY, 
CARROLL PAYNE JONES, and R. L. 
McCONNELL were promoted to trust of- 
ficers from the position of assistant trust 
officers. Mr. Shelor joined the trust com- 
pany in 1930 as an assistant trust officer, 
and was made trust officer in 1937. 

Atlanta—Announcement was made re- 
cently of the election of N. BAXTER 
MADDOX as vice president and director 
of the First National Bank. In his new 


post he will head the bank’s trust depart- 
ment. Mr. Maddox comes from a family 
prominent in Atlanta banking circles for 
three generations. THOMAS E. ARNOLD 
was elected assistant trust officer. 


ILLINOIS 


Chicago—City National Bank and Trust 
Company recently announced the appoint- 
ment of LESLIE REID as assistant trust 
officer. 

Chicago—THOMAS J. HOBAN, for the 
past two years general attorney of the 
Chicago Title and Trust Company, was re- 
cently elected vice president of the com- 
pany. 

Chicago—The following promotions 
were made in the trust department of the 
Continental Illinois National Bank and 
Trust Company: RONALD M. KIMBALL,’ 
secretary, was made a vice president and 
was succeeded as secretary by ALLAN B, 
HUSSANDER. BYRON E. BRONSTON, 
CHARLES G. SEDGWICK and EDMOND 
B. STOFFT, trust officers, were made sec- 
ond vice presidents, and CLAIR W. FUR- 
LONG was made a trust officer. J. H. 
LESLIE, CARLYLE E. WAKEFIELD, 
and HAROLD L. WEIS were appointed 
assistant secretaries. 


Chicago—The First National Bank has 
announced the following promotions: 
THOMAS H. BEACOM, JR., was elected 
vice president, having previously been as- 
sistant vice president in the trust depart- 
ment. P. L. STEVENSON and A. S&S. 
THORWALDSON were promoted to trust 
officers, and EDWARD F. BLETTNER, 
JR., and PAUL E. FARRIER were elected 
assistant trust officers. 


INDIANA 


Indianapolis—Appointment of CECIL 
A. BERRY as trust officer of the Union 
Trust Company was recently announced. 
Mr. Berry, who has been assistant trust 
officer of the institution for a number of 
years, was elected to fill the vacancy caus- 
ed by the resignation of Charles N. Fultz. 


MARYLAND 


Baltimcre—JAMES C. FENHAGEN was 
recently elevated from chairman of the exe- 
cutive committee and trust committee to 
vice chairman of the board, a newly created 
post in the Baltimore National Bank. 
HOOPER S. MILES was promoted from 
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executive vicc president to chairman of the 
executive committee. JOHN H. CROKER 
and TEVIS I. GREENLAND were chosen 
assistant trust officers. 


MASSACHUSETTS 


Boston—The National Shawmut Bank 
has promoted HORACE SCHERMER- 
HORN from assistant vice president and 
assistant trust officer to vice president 
and assistant: trust officer. 

Springfield—WILLIAM T. TAYLOR re- 
cently succeeded WILLIAM E. GILBERT 
as president of the Union Trust Company. 
The change, which becomes effective Feb. 
1, will see Mr. Gilbert elevated to the 
post of the chairman of the board and 
trust officer. Mr. Taylor is now vice 
president of the Commercial National 
Bank and Trust Company of New York. 


MICHIGAN 


Detroit—The election of several new vice 
presidents in the National Bank of Detroit 
was recently announced. EARL J. FAILOR 
was promoted from comptroller; RAY H. 
MURRAY from assistant vice president in 
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charge of investments. OTTMAR J. WAL- 
DOW was advanced to comptroller. 


MINNESOTA 


Minneapolis—The First National Bank 
and Trust Company announces the elec- 
tion of A. E. WILSON as vice president 
and chairman of the trust committee. In 
this capacity he succeeds ROBERT W. 
WEBB, who was named vice president 
and will continue in an advisory capacity 
to the trust department. Other changes 
in the trust department include the elec- 
tion of HENRY V. BRUCHHOLZ, secre- 
tary since 1921, as vice president and sec- 
retary; PAUL REYERSON, assistant sec- 
retary and assistant trust officer since 
1930, elected vice president and trust of- 
ficer; LEE SHORT, assistant trust officer 
since 1937, named assistant secretary and 
assistant trust officer, FRANK B. WECK 
and FLOYD L. DWIGHT elected assistant 
trust officers. MALCOLM B. McDON- 
ALD, appointed general counsel of the 
bank last October, was named vice presi- 
dent and general counsel. 


NEW JERSEY 


Jersey City—EDWARD N. DEAN has 
been appointed assistant trust officer of 
the First National Bank. 


Broadway Bank and 
Trust Company elected NATHANIEL 
KENT, trust officer, chairman of the 
board, a position vacant for five years. 
Mr. Kent will be succeeded as trust offi- 
cer by JOHN KUYPER, secretary, who 
will hold both positions. 


Princeton—JOHN R. POE, executive vice 
president of the First National Bank, re- 
cently succeeded William R. Matthews as 
president. KILGORE MAC-FARLANE, 
trust officer, was made vice president and 
trust officer. 


Paterson—The 


NEW YORK 


Buffalo—CHARLES W. WALKER was 
recently appointed assistant trust officer 
of the Liberty Bank of Buffalo. He has 
been with the bank for 20 years, for the 
last 13 years in the trust department, 
specializing in income and inheritance 
taxes. 

New York—S. L. DeVAUSNEY, assistant 
vice president of the Bank of New York, has 
been promoted to the post of vice pres- 
ident, in the trust department. 





New York—W. A. READ, formerly vice 
president in charge of the trust depart- 
ment of the Central Hanover Bank and 
Trust Company, who has been on leave of 
absence during the past year to attend to 
official duties in the Naval Procurement 
Division of the Defense Commission in 
Washington, has resigned his bank post. 
WILLIAM A. ELDRIDGE, vice president, 
succeeded him in charge of trust work. 
C. L. HERTERICH and B. W. READ, 
both assistant vice presidents in the trust 
department, have been promoted to vice 
presidents. J. WESLEY JOHNSTON has 
been made an assistant manager of the 
business development department. 


New York—WALTER REID WOLF 
was recently elevated from vice president 
to senior vice president of the City Bank 
Farmers Trust Company. WILLIAM W. 
HOFFMAN, EDWARD J. BOYD and AL- 
LEN G. HOYT, vice presidents, retired. 
Starting his banking career with the old 
Farmers Loan and Trust Company in 
1919, Mr. Wolfe was elected vice presi- 
dent when that institution merged with 
the National City organization. He has 
been in charge of his company’s personal 
trust and custodian department and was 
just recently named a director. 


New York—DAVID P. BLANKEN- 
HORN was recently made assistant trust 
officer of the Commercial National Bank 
and Trust Company. 


New York—WILLIAM C. MURPHY, 
vice president and trust officer of the 
Fifth Avenue Bank, has been elected a di- 
rector. He has been with the bank since 
1889. 


New York—In accordance with the pro- 
vision for succession in office arranged 
for in the organization of the Guaranty 
Trust Company and the provisions of its 
retirement system, WILLIAM C. POT- 
TER, who has been successively presi- 
dent and chairman of the board for the 
last 20 years, announced recently that he 
would relinquish his more active duties to 
make way for the younger men in the 
company. Consequently, the board of di- 
rectors elected Mr. Potter chairman of 
the executive committee of the board, and 
W. PALEN CONWAY, who has been 
president, succeeded Mr. Potter as chair- 
man of the board. EUGENE W. STET- 
SON, a vice president for many years, 
was chosen president; and J. LUTHER 
CLEVELAND, vice president, will assume 
the duties heretofore performed by Mr. 
Stetson. STUART HAYT PATTERSON, 
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vice president and comptroller, retired 
Dec. 31 in accordance with the age provi- 
sion of the company’s Pension Plan, after 
30 years’ service with the company. WIL- 
LIAM WIDMAYER will succeed him as 
comptroller. 


New York—EDWARD S. TRAVERS, 
formerly assistant trust officer of the 
Manufacturers Trust Company, was re- 
cently elected a trust officer. 


New York—BAYARD F. POPE has 
been elected vice chairman of the executive 
committee of the Marine Midland Trust 
Company. Mr. Pope is chairman of the board 
of the Marine Midland Corporation. 


New York—HENRIETTE J. FUCHS, 
was recently advanced from assistant 
trust officer to trust officer of the Under- 
writers Trust Company. 


Rochester—ROBERT E. TOWEY, as- 
sistant trust officer of the Lincoln-Alli- 
ance Bank and Trust Company, has re- 
cently taken up his new duties as trust 
officer in charge of the trust department 
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of the Old National Bank in Evansville, 
Indiana. Mr. Towey has been engaged in 
trust work since 1925, first with the Sea- 
board National Bank of New York City 
and later with the Chase National Bank. 
He is a graduate of the University of 
Minnesota and the Graduate School of 
Banking. His thesis “Concentration in 
the Trust Field” is one of the best avail- 
able papers on the subject. 

Rochester—The Security Trust Com- 
pany recently announced the appointment 
of CHARLES W. SPACE as comptroller. 
J. WALLACE ELY was named supervisor 
of credit and investment analysis. Both 
are newly created positions. Mr. Space 
joined the bank in 1930 and has been 
chief clerk in its trust department. Mr. 
Ely was formerly with the National City 
Bank of New York. 

Rye—JAMES S. McCULLOH retired 
recently as president of the Rye National 
Bank, and was elected to the newly cre- 
ated post of chairman. HOWARD PP. 
PARKER was promoted from executive 
vice president to president. 

Syracuse—Announcement was recently 
made of the promotion of AURIE I. 
JOHNSON from assistant secretary and 
assistant trust officer to vice president of 
the First Trust and Deposit Company, 
largest bank in Syracuse. 

Syracuse—ALFRED J. SCHMIDT was 
recently named assistant trust officer of 
the Lincoln National Bank and Trust Com- 
pany. 

Wellsville—-DENTON A. FULLER, JR., 
who has for ten years been connected 
with the business extension department of 
the Manufacturers and Traders Trust 
Company at Buffalo, was recently named 
president of the Citizens National Bank 
of this city. 


PENNSYLVANIA 


Philadelphia—JOSEPH WAYNE, JR., 
has resigned as president of the Philadel- 
phia National Bank, the largest banking 
institution in the Third Federal Reserve 
District, to become chairman of the board 
of directors. EVAN RANDOLPH, form- 
erly vice president, was elected president, 
and CHARLES B. BLINN, JR., also a 
former vice president, has been designated 
executive vice president. 


SOUTH CAROLINA 


Charleston—South Carolina National 
Bank announced the elevation of JULIAN 
MITCHELL from president to chairman, 
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a newly created post. B. M. EDWARDS 
was promoted from executive vice presi- 
dent to president. 


TEXAS 


Houston—E. C. BARKLEY has resigned 
as vice president and trust officer of the Sec- 
ond National Bank. Mr. Barkley will de- 
vote most of his time to numerous business 
interests in Texas, but will remain a mem- 
ber of the bank’s board. 


CANADA 


Edmonton—Retirement of two senior 
officials of the Edmonton branch of the 
National Trust Company, Ltd., was an- 
nounced recently. They are ROBERT 
KERR, secretary of the branch, and AN- 
DREW MYLES, estate manager. Mr. 
Kerr has been with the company for 37 
years, while Mr. Myles joined the staff in 
Edmonton about 28 years ago. 


Montreal—Senator DONAT RAYMOND 
has been elected president of the General 
Trust Company of Canada, succeeding the 
late Hon. J. M. Wilson. Mr. Raymond, 
whose business interests in Canada are 
many, is a director of the Canadian Bank 
of Commerce, the Title Guarantee and 
Trust Corporation and many others. He 
is also a member of the Montreal Board 
of Trade and Chamber of Commerce. In 
1926 he was elected to the Senate by the 
Liberal Administration. 


Trust Institution Briefs 


Boise, Idaho—The Board of Governors of 
the Federal Reserve System recently an- 
nounced the conversion of the First Secur- 
ity Bank of Idaho, a State member bank, 
into a national bank under the title of the 
First Security Bank of Idaho, National As- 


sociation. Authority to exercise trust pow- 
ers has been continued. 

Lansing, Mich.—The new Michigan Na- 
tional Bank at Lansing, Mich., formed by 
the merger of six national banks throughout 
the State, has a total capital of $3,134,000, 
of which $1,634,000 has been subscribed to 
by the Reconstruction Finance Corporation. 
The consolidation now gives Michigan a 
State-wide branch system with headquarters 
in Lansing and branches in five cities 
throughout the State. Joseph H. Brewer of 
Grand Rapids, former president of the First 
National Bank & Trust Company of that 
city, one of the six banks to be merged, is 
chairman of the board of the new bank. 
Howard J. Stoddard, president of the for- 
mer Lansing National Bank, is president. 





Jackson, Miss—W. M. Mounger, vice 
president and trust officer, Deposit Guaran- 
ty Bank and Trust Company, is the new 
chairman of the Highways Committee of the 
Jackson Chamber of Commerce. 

Chicago, Ill—The American National 
Bank and Trust Company recently an- 
nounced the adoption of an employee’s pen- 
sion plan. The normal retirement age set 
up under the plan is 65, at which time it 
is intended that the pensioned employee will 
receive an annual pension amounting to 2% 
of his salary for every year in which he 
participated in the plan, less the amount 
he will receive for his old age social security 
benefits. A maximum total pension has 
been set up amounting to 60% of the em- 
ployee’s average annual salary for his last 
ten years of service. Each participating 
employee will pay into the Pension Trust 
3% of his annual salary. In addition the 
bank will contribute the amount calculated 
each year to meet the actuarial require- 
ments under the Pension Fund. The inter- 
esting feature of this plan is that it takes 
into consideration the federal social secur- 
ity program, and provides a pension for 
the bank’s employees to supplement the 
old age social security benefits. 


Shreveport, La.—R. McL. Jeter, vice pres- 
ident and trust officer of the Continental- 
American Bank and Trust Company, has 
been acting as Louisiana State chairman of 
the national committee for the celebration 
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of the President’s birthday. James C. At- 
kins, cashier and assistant trust officer of 
the same bank, was named state treasurer 
by Chairman Jeter. 


Asbury Park, N. J.—A merger of the As- 
bury Park and Ocean Grove Bank, one of 
the largest in Monmouth County, with the 
Neptune Bank and Trust Company, in ad- 
joining Neptune, was recently announced. 
The Neptune Bank will operate as a branch. 


Hastings on Hudson, N. Y.—It was re- 
cently announced that the County Trust 
Company of White Plains had purchased a 
controlling interest in the First National 
Bank of Hastings and will operate it as a 
branch. 


New York, N. Y.—The Colonial Trust 
Company will open a new branch in Rocke- 
feller Center, in accordance with authority 
granted by the New York State Banking 
Department. 


Winston Salem, N. C.—A retirement and : 
pension plan for officers and employees has 
been adopted by the Wachovia Bank and 
Trust Company. The plan became effective 
January 1, 1941, and staff members at all 
offices are eligible. It is understood that 
the Wachovia is the first bank in North 
Carolina to adopt a regular pension plan of 
this kind. Pensions based on past service 
are to be provided through on irrevocable 
trust fund established with the trust de- 
partment of the Wachovia. 


The Second National Bank of New Haven, Conn. has enlarged and modernized the 


executive offices of its personal trust department. 


Walls of the reception room and 


corridor are moulded curly birch sheathing and the three private executive offices are 
individually panelled. Rubber tile floor and sound absorbant ceiling eliminate noise. 
A dual telephone system enables members of the staff to receive incoming inquiries 
which may be held while the information is quickly obtained over the same telephone 
from any part of the bank. Special lighting, air-conditioning and sound-proofing have 
all been installed in an effort to provide “the utmost in comfort and efficiency.” 





In Memoriam 


Edward T. Perine 


On January 21, 1941, the firm of Perine 
and Company, well known New York ac- 
countants, announced the death of Mr. Ed- 
ward T. Perine, a senior partner of the 
firm, whose reputation with the trust fra- 
ternity was nationwide as the author of one 
of the earliest and still leading historical 
books: “Story of the Trust Companies.” 
The editors of Trusts and Estates feel a 
personal loss in the passing of Mr. Perine, 
for it was as treasurer of the United States 
Mortgage and Trust Company of New York 
that he discussed with the late Christian 
A. Luhnow the idea of publishing a period- 
ical which would further the interests and 
improve the service of fiduciary institutions. 
It was out of these discussions in 1903 that 
Trust Companies Magazine had its origin. 


Louis S. Dudley 


Louis S. Dudley, trust officer of the 
First-Central Trust Company, Akron, 
Ohio, died in his sleep early New Year’s 
day. Fifty-four years old, Mr. Dudley 
had been a leading figure in Akron bank- 
ing circles for 21 years and as trust offi- 
cer of the largest bank in Akron, he had 
in his charge trusts aggregating 36 mil- 
lion dollars. The Akron Foundation, or- 
ganized for the purpose of placing char- 
ity funds in trust, was organized chiefly 
through his efforts. 


Ettore Avenali 


Ettore Avenali, senior vice president 
and director of the Crocker First National 
Bank of San Francisco, died recently at 
the age of 58. A native of Italy and a 
graduate of the University of Rome Law 
School, Mr. Avenali came to San Fran- 
cisco in 1906 and went to work as a 
messenger for the Bank of Italy. He was 
a pioneer in the establishment of a bank 
clearing house in San Francisco and serv- 
ed for many years as vice president of 
the San Francisco Clearing House Asso- 
ciation. 


Henry M. Atkins 


Henry M. Atkins, an assistant vice pres- 
ident of the Irving Trust Company of 
New York, and for several years attached 
to its trust division, died recently after 
a long illness). He was 60 years old. 
Born in South Carolina, Mr. Atkins came 
to New York after completing his educa- 
tion in the South. 
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Victor Ehrlicher 


Victor Ehrlicher, assistant trust offi- 
cer of the First National Bank of Tampa, 
Fla., died on Jan. 8 at the age of 66. He 
came from New York 16 years ago, 
where he was secretary of the United 
States Mortgage and Trust Company. 


J. N. Langsford 


J. N. Langsford, vice president and 
trust officer of the Citizens National 
Bank in Waxahachie, Texas, died recent- 
ly at the age of 65. He was for many 
years prominent in commercial, fraternal 
and civic affairs and was formerly presi- 
dent of the Waxahachie Chamber of Com- 
merce. 


L. Charlton Haines 


L. Charlton Haines, assistant trust of- 
ficer of the Provident Trust Company of 
Philadelphia, died on Dec. 5. Mr. Haines 
had been with the company for more than 
38 years. 


Recently Appointed State Banking 
Heads 


Little Rock, Ark.—Thomas W. Leggett, 
organizer and cashier of the Piggott State 
Bank and chairman of the Northeast Ar- 
kansas Clearing House Association, suc- 
ceeds Grover S. Jernigan as State Bank 
Commissioner. 


Springfield, [ll—Arthur C. Lueder was 
recently appointed State Auditor of Public 
Accounts in the State Banking Department. 
He succeeded Edward J. Barrett, who has 
been Bank Commissioner of the State of 
Illinois since 1932. 

Lansing, Mich—Maurice C. Evelend, 
president of the Maryland State Bank, has 
replaced Frederick B. Elliot, Jr., who has 
held the post since July 1939. Mr. Eve- 
land, a member of the Reconstruction Fi- 
nance Corporation, is prominent in Michi- 
gan banking circles. 


A new contributory annuity plan was re- 
cently submitted to the employees of the 
Bank of Manhattan Company and the Bank 
of Manhattan Safe Deposit Company, New 
York City, for their consideration. The 
plan is to be substituted for a non-contribu- 
tory pension system which has been in force 
since 1914. The contributions of the bank 
and the employee to the purchase of an- 
nuities are based on percentages of annual 
salaries. 
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“It has been my opinion, thai he who receives an estate from his ancestors is under 
some kind of obligation to transmit the same to their posterity.”—Benjamin Franklin. 


Burt J. Humphrey 
Ex-Justice 


Burt Jay Humphrey, former New York 
Supreme Court Justice and dean emeri- 
tus of the jurists in the Borough of 
Queens, New York, left the bulk of an es- 
tate valued at approximately $200,000, to 
his widow who, along with the Bank of 
the Manhattan Company of New York, 
was named executrix under a will dated 
Oct. 2, 1940. Justice Humphrey, who had 
been a judge for thirty-three years when 
he retired four years ago, was the son of 
a New York farmer. In 1890 he was ad- 
mitted to the New York Bar and in 1903 
ran for the post of County Judge in 
Queens. Despite overwhelming odds, the 
young lawyer conducted a whirlwind cam- 
paign that saw him win the election. He 
was re-elected to that post four times, in- 
augurating the county probation system 
during his tenure in office. In 1925 Jus- 
tice Humphrey was elected to the Su- 
preme Court bench. 


Tom Mix 
Screen Star 


Tom Mix, hero of countless thousands 
of youngsters both in America and 
abroad, whose exploits on the screen were 
followed closely by both young and old 
alike, and whose horse “Tony” became an 
American institution, named his lifelong 
friend Ivon D. Parker, executor of his es- 
tate. Mr. Parker qualified but later re- 
signed and, upon the widow’s nomination, 
the Security-First National Bank of Los 
Angeles, already appointed co-trustee with 
Mr. Parker, was appointed by the Court 


as administrator with the will annexed. To 
Mr. Parker, who has stated his intentions 
to establish a “Tox Mix Museum,” Tom 
Mix left all of his Western paraphernalia, 
of which he had a sizable collection. One 
half of all of the remainder of the prop- 
erty he bequeathed to his wife, and the 
remaining half is to be placed in trust 
for the benefit of his daughter, Thoma- 
sina Mix Matthews, to whom the principal 
will be distributed upon her reaching the 
age of 25. 


Fred M. Kirby 
Dime Store Founder 


Fred Morgan Kirby, one of the found- 
ers of the Woolworth “Five and Ten” 
chain, his block of ninety-six stores being 
one of the important units that went into 
the merger in 1912 to form the present 
F. W. Woolworth Company of which he 
became vice president, named the Miners 
National Bank of Wilkes-Barre, Pa., co- 
executor and sole trustee under his will. 
Several specific trusts were created and, 
in addition, one half of the residuary es- 
tate was bequeathed in trust for his 
grandchildren. 

Like Frank Woolworth, Mr. Kirby be- 
gan his business career with Moore and 
Smith in Watertown, N. Y., and after 
eight years’ employment in that store he 
started out in business for himself. Im- 
mediately successful, he began opening 
new stores, until his chain numbered nine- 
ty-six throughout the United States. Mr. 
Kirby was a generous contributor to phil- 
anthropic work, particularly education. 
His gifts to Lafayette College in Penn- 
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sylvania, the largest of which was $590,- 
000 for the erection of the Kirby Hall of 
Civil Rights, totaled close to a million dol- 
lars. With his financial success estab- 
lished, Mr. Kirby expanded his business 
interests into the lumber industry, banks, 
railroads and other utility corporations. 


Francis A. Chamberlain 


Banker 


Francis A. Chamberlain, chairman of the 
Executive Committee of the First National 
Bank and Trust Company of Minneapolis, 
Minn., and for years one of the leading 
bankers in the Northwest, died recently at 
the age of 85. Mr. Chamberlain was pres- 
ident of the old First and Security National 
Bank. He served as director of many of the 
largest industrial and commercial corpora- 
tions in the Northwest and was the head 
of the Minneapolis Foundation, organized 
to administer welfare and charitable be- 
quests. 


Mrs. Chamberlain and the First National 
Bank and Trust Company are named co- 
executors of Mr. Chamberlain’s will. A 
very substantial part of the estate is 
placed in trust for Mrs. Chamberlain dur- 
ing her lifetime and for eventual outright 
distribution equally to each of two surviv- 
ing daughters. Mrs. Roger I. Lee, a daugh- 
ter, and the First National Bank and Trust 
Company are named co-trustees. Provision- 
al bequests of $90,000 are made to Ham- 
line University, Hennepin Avenue Meth- 
odist Episcopal Church, Boston University 
School of Theology, and the Young Women’s 
Christian Association of Minneapolis. 


Anna Pierrepont 


Great-Granddaughter of John Jay 


Miss Anna Jay Pierrepont, the last of 
her generation in one of New York’s old- 
est families, and descendant of John Jay, 
first Chief Justice of the United States 
Supreme Court, named the Brooklyn 
Trust Company of New York executor 
and trustee for her estate. Specific be- 
quests to hospitals, churches and charities 
totalled $88,000. Numerous bequests, 
chiefly life interests in the residue of her 
estate, were made to various relatives, 
along with outright bequests of her per- 
sonal effects. Miss Pierrepont’s chief in- 
terest was the Grace Episcopal Church in 
Brooklyn. 
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Robert W. Daniel 
State Senator 


Robert Williams Daniel, State Senator, 
financier and owner of Brandon-on-the- 
James, historic Virginia show-place, left 
the bulk of his $1,450,000 estate in trust 
for the benefit of his widow and their 
son Robert Williams Daniel, Jr. The 
First and Merchants National Bank of 
Richmond is authorized to act along with 
Mr. Daniel’s widow and his brother, Chan- 
ning W. Daniel of Philadelphia, as co- 
executors and co-trustees of the estate. A 
bequest of $10,000 was made to a daugh- 
ter by a previous marriage, Margery Ran- 
dolph Daniel, who is the beneficiary of a 
million dollar trust established by her ma- 
ternal grandfather, W. C. Durant, auto- 
mobile manufacturer. Other bequests in- 
clude $10,000 to a brother, C. W. Daniel, 
one of the above named executors, and 
$40,000 to another brother, James R. V. 
Daniel. 


Charles L. Allen 
Industrialist 


Charles L. Allen, chairman of the board 
of directors of the Norton Company, 
manufacturers of grinding tools and abra- 
sives, named his daughter Mary N. Allen, 
Clifford S. Anderson, and the Worcester 
County Trust Company, Worcester, Mass., 
co-executors and co-trustees of his estate. 
Mr. Norton joined the Norton Company 
in 1881 as a bookkeeper, when the com- 
pany was a small pottery shop employing 
thirteen men. Today the company em- 
ploys more than 6,000 workers. 

Mr. Allen was appointed a member of 
the St. Lawrence Waterway Commission 
and was a founder of the Worcester Wel- 
fare Federation, as well as a director of 
many large industrial and commercial en- 
terprises in and around Boston. For a 
number of years he was a member of the 
City Parks and Planning Commission of 
Worcester. During the World War, Mr. 
Allen was chairman of the Fourth Liberty 
Loan Campaign and received the Order of 
Vasa at the direction of the King of 
Sweden for “his contributions to the wel- 
fare of Swedish immigrants to America.” 


Col. Robert N. Harper 
Civic Leader and Banker 


An estate valued at approximately $600,- 
000 was left by Col. Robert N. Harper, 
prominent Washington, D. C. businessman 
and banker. According to his will, under 











which his adopted son William Jackson 
Harper of Leesburg, Va., and the National 
Savings and Trust Company of Washing- 
ton, were appointed executors and trustees, 
Col. Harper left $10,000 to the Presbyterian 
Church in Leesburg, and $3,000 to a hospital 
in the same town. Various sizable amounts 
were left to friends and relatives. He di- 
rected that the land in Loudon County, Va., 
which has been in the family for two cen- 
turies, should be left to his adopted son. 
Col. Harper was very active in civic affairs 
in the District of Columbia. He headed the 
Chamber of Commerce of the district for 
four terms and was a member of the Board 
of Trade for 25 years. He was also vice 
president of the District of Columbia Bank- 
ers Association and the American Bankers 
Association. 


Hazel Dolph Clark 
Philanthropist 


Income from Portland (Ore.) real es- 
tate valued at $150,000 will be divided 
among Portland and Seattle relatives of 
Hazel Dolph Clark, daughter of the late 
Cyrus A. Dolph, local attorney. The First 
National Bank of Portland was named 
sole executor and trustee of the estate, 
valued at $500,000. The Portland real 
property, according to the terms of the 
will, will not be distributed to the heirs 
until the end of 15 years. During that 
interval only the income derived will be 
apportioned. Other beneficiaries are the 
First Baptist Church of Portland and the 
Portland Junior League. Largest single 
bequest was made to Mills College at 
Oakland, Cal., in the sum of $25,000 for 
a memorial to Mrs. Clark’s mother and 
husband. 


George Clews 
Treasurer of A. & P. 


George Douglas Clews, treasurer and di- 
rector of the Great Atlantic and Pacific Tea 
Company for more than twenty-five years, 
appointed his widow executrix under his 
will. Mr. Clews, a grandson of George 
Huntington Hartford, founder of the com- 
pany, also was vice president and director 
of the American Coffee Company. Asso- 
ciated with the A. & P. since 1905, he was 
instrumental in bringing about the use of 
radio as an advertising medium for the com- 
pany. Mr. Clews was very active in charit- 
able endeavors, especially when boys were 
involved. 


Thomas Neal 
Industrialist 


Thomas Neal, banker and former presi- 
dent of General Motors Corporation, ap- 
pointed his widow executrix of his estate. 
Mr. Neal first became associated with Gen- 
eral Motors in 1910 and served successively 
as a member of the executive committee, 
president and chairman of the board, retir- 
ing in 1915. With his brother-in-law he 
had formerly organized the Acme White 
Lead and Color Works, of which he was 
general manager when he went to work for 
General Motors. During the World War 
he served as chairman of the paint indus- 
try’s War Service Committee. In 1927 he 
and his son organized the Equitable Trust 
Company of Detroit, of which he was chair- 
man at the time of his death. 


Katherine Mayo 
Writer 


Miss Katherine Mayo, author of “Mother 
India,” the book which caused international 
controversy in 1927, left the bulk of her es- 
tate, estimated, for probate purposes, at 
more than $10,000, to Moyca Newell of Bed- 
ford Hills, N. Y. at whose home Miss Mayo 
lived for several years. Katherine Mayo’s 
books were widely read and exerted great 
influence. She did much to bring about the 
creation of the New York State Police, and 
was a powerful restraining force in keeping 
th Filipinos from achieving independence 
long ago. For “Mother India” she was de- 
nounced in lecture halls and from political 
platforms all over the world and the book 
became one of the most pronounced best- 
sellers in the English speaking world. 


William Reynolds Vance 
Professor of Law 


William Reynolds Vance, professor emeri- 
tus of Yale University Law School and na- 
tionally known authority on insurance law, 


named his widow executrix of his will. One 
of the most popular teachers at the Yale 
Law School, Professor Vance retired in 1938 
after 20 years of service. From 1912 to 
1920, he was dean of the Law School at the 
University of Minnesota, and had previous- 
ly been dean of the Law Departments at 
Washington and Lee University and at 
George Washington University. He was a 
champion of legal aid societies and small 
claim courts as a means by which the poor 
could obtain justice. 














Cases on Trusts 


RICHARD R. POWELL, Professor of Law, Colum- 
_ bia University. West Publishing Co., St. Paul. 
1034 pp. $6.00. 


Literally thousands of decisions involving 
trust law have been handed down by Ameri- 
can courts since Professor Powell compiled 
his book on Trusts and Estates in 1932. 
During the same period, legislatures have 
turned out abundant statutory material af- 
fecting trusts. This tremendous growth in 
the body of trust law contributed largely to 
his decision to eliminate from this edition 
consideration of wills and estates as such. 

Approximately 15% of the 181 principal 
cases included in this volume are new, al- 
though some of these were decided before 
1932. There is a host of new citations in 
the footnotes. Also on the new side is an 
important chapter on the problems of in- 
come, gift, and death taxes which demand 
attention in drafting trust instruments, and 
a section on Business Utilizations of the 
Trust Device—i.e. Massachusetts Trusts, 
corporate trusts, and voting trusts. Another 
notable change is the omission of questions 
and problems following the principal cases. 

Designed primarily for law school use, the 
book nevertheless has considerable utility for 
the practitioner and trust man, because of 
the indicated trends in trust law, and the 
emphasis on trust administration questions. 
There is too an unusual amount of text and 
statutory material which should be particu- 
larly helpful. In addition, there is a wealth 
of references to legal pericdical literature 
(Trusts and Estates, or Trust Companies, is 
well represented, with some fifty citations). 
But one of the most desirable features of the 
volume is its remarkably legible type, both 
in the main body and in the footnotes. 

In the reviewer’s opinion, this is the best 
casebook on trusts yet to appear. 

ee a (I) 
Federal Tax Handbook, 1940-1941 


ROBERT H. MONTGOMERY, C.P.A. The Ronald 
Press Co. Two Vols. 2,331 pp. $17.50. 


Col. Montgomery’s Preface alone is worth 
the purchase price of this latest edition of 
a handbook which he has published for more 
than a score of years. In it he denounces 
the Internal Revenue Code and its admin- 
istration, but in such a constructive way 
that it ought to stimulate concerted action 
on the part of the lawyers and accountants 


New Books 
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who should read it, and the business men 
to whom they in turn should refer it. 


For those who want what they might call 
a more tangible return on their $17.50 in- 
vestment, let this reviewer state that this 
work is “indispensable” to the “tax” man, 
whether he be lawyer, accountant, or in a 
trust department. This is the first time that 
Col. Montgomery has included his analysis 
of federal tax law under one title. Former- 
ly, taxes on estates, trusts and gifts were 
considered in a separate volume, on which, 
with the exception of the 1938-9 edition, 
Ruswell Magill collaborated, so that now we 
have the complete picture in one set. The 
format remains the same, with the text 
interspersed by quotations from the Code, 
Regulations, and Decisions. 

The concluding chapter of thirty-five 
pages is a good one on “Planning the Dis- 
tribution of an Estate.” In it, the tax in- 
cidents—income, estate, and gift—are cor- 
related, in order to indicate how a particu- 
lar mode of disposition will be affected by 
the three different taxes. 


—— 
Bogert on Trusts—1940 Supplement 


Vernon Law Book Company, Kansas City, Mo. 


Professor Bogert’s well known seven-vol- 
ume work on Trusts has been brought up 
to date as of 1940 by the publication of 
pamphlet supplements for inclusion in each 
of the volumes. With the vast number of 
decisions and legislation on trusts in recent 
years, it becomes important for present 
owners of the set to have this supplement. 
For those who do not possess this outstand- 
ing treatise, it would not be amiss to sug- 
gest that it would be an invaluable addi- 
tion to the library. 


——— 


Social Control of Business 


JOHN M. CLARK. McGraw-Hill Book Co., Inc. 
537 pp. (2nd edition). $5.00. 


The object of book reviews in Trusts 
and Estates is to inform readers within 
the field of each department of the maga- 
zine what books seem to the editors most 
informative and most helpful to studies of 
that field. No claim is made either to 
omniscience or all-inclusiveness; conse- 
quently when it is discovered that a book 










of primary importance and value in a par- 
ticular field has been hitherto  over- 
looked, no hesitation is felt in repairing 
the slight . . . not merely the slight to 
the author but even more the slight to 
readers . . . even though the publication 
date is already some distance in the past. 


A book which amply deserves to be 
called to the attention of readers of our 
new “Capital Economy” section, though 
published in 1939, is the second edition 
of Professor Clark’s masterly treatise on 
“Social Control of Business,’ originally 
prepared as a text book for University 
Schools of Business, but today virtually 
required reading for anyone who serious- 
ly wishes to understand as far as he can 
what is going on in the world today. 


It seems a fair statement of Professor 
Clark’s fundamental thesis to say that he 
sees the “Industrial Revolution” as in 
reality two successive revolutions 
first what might be called the “‘steam rev- 
olution” from about 1784 to 1830; then 
the “electric revolution” which began in 
the 1870s and is still going on, at least in 
the sense that we are still struggling to 
adjust ourselves to it. There is no space 
here for detailed notice of the many clear 
and succinct chapters in which Professor 


Clark reveals the complex interplay of 
“private right and public interest,” and 
the problem of reconciliation of “the le- 


gal and the economic constitution.” But 
two brief quotations may give some indi- 
cation of the book’s quality. 


The first is from the introduction by 
Professor William H. Spencer; it accu- 
rately describes the book as “a penetrat- 
ing interpretation of modern business as 
a social institution.” The second is from 
Professor Clark’s own final pronounce- 
ment: 


“All of these systems call for the de- 
velopment of the co-operative man in 
place of the individualistic man. Must we 
develop him first before we can build the 
good system, or must we first create a 
co-operative system in order that the co- 
operative man may have a chance to de- 
velop? The probable answer is, as so 
often in human affairs, a mixture of both 
methods . .. First steps must be tried 
without waiting for human nature to be 
fully ready for them, but complete revolu- 
tions on this principle are precarious.” 
And the author’s concluding prescription 
for a form of government may be added: 
“It should provide for as much self-gov- 
ernment as the people can use, and as 
much leadership as they will accept.” 


The 
FIRST NATIONAL BANK 
of 
MEMPHIS 


Memphis, Tennessee 
Established 1864 


S. E. RAGLAND, President 
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United States Master Tax Guide — 
1941. 


Commerce Clearing House, Inc., Chicago and New 
York. 256 pp. $1. 


This is a timely and practical guide on ° 
run-o’-the-mill problems involving federal 
taxation for revenue. Based on the Inter- 
nal Revenue Code, as amended to date, it 
offers ideas and suggestions that should 
conserve time and protect against overpay- 
ments and mistakes in making out 1940 
income tax returns and in handling 1941 
income tax questions under the federal 
revenue laws. 

New provisions, rates and changes ef- 
fected by the two 1940 Revenue Acts are 
fully reflected. Among the timely features 
included are: Application of the Revenue 
Law; Tax Rate Tables; Tax Calendar; In- 
dividuals; Estates and Trusts; Corpora- 
tions; Partnerships; New Excess Profits; 
Determination of Net Income; Capital 
Gains and Losses; Deductions; Returns; 
Capital Stock and Declared Value Excess 
Profits Taxes; Amortization of Defense Fa- 
cilities; Refunds and Credits; Banks and 
Similar Institutions; Nonresident Aliens, 
and Foreign Corporations, etc.; Personal 
Holding Companies. A complete Topical In- 
dex is an added convenience, 

This reviewer, having used the earlier 
editions of this reference work, feels certain 
the latest will prove as helpful. 


—$$ $9 


The will of one Joseph M. McCaffrey was 
declared invalid by Surrogate James A. 
Foley of New York, who ruled that because 
the will, disposing of a $200,000 estate, was 
scratched and mangled it could not be ac- 
cepted. (See report on page 110.) 





The Dependable 


Executor and Trustee 
for Half a Century 


Mississippi Valley Trust Co. 


St. Louis 


National Banks Not Subject to 
State Law on Segregation 


National banks doing business in Ken- 
tucky are not subject to that state’s law re- 
quiring, in the case of banks operating a 
trust department, the segregation of capital 
and earmarking of trust assets, according 
to a ruling by Guy H. Herdman, assistant 
(state) attorney-general. The Kentucky 
law provides that one-half of the capital 
stock of a combined bank and trust com- 
pany shall be securely invested for the trust 
business of the corporation, shall be kept 
separate and distinct from other assets, 
and shall be primarily liable for the bank’s 
fiduciary obligations. 


In his opinion, Mr. Herdman referred to 
a decision of the state court which held 
that, in the event a bank and trust com- 
pany did not comply with this law, trust 
beneficiaries could subject half of the as- 
sets without identifying or tracing them 
as trust assets. The burden of proof would 
be on the general creditors. 


TRUSTS and 


To Propose Model Probate Code 


A committee to compile information 
as to a model probate code has been 
appointed in the Probate Law Division 
of the American Bar Association’s Sec- 
tion of Real Property, Probate and Trust 
Law. R. G. Patton of Minneapolis is 
chairman. The committee is already at 
work drafting a proposed table of sec- 
tion headings requisite to any compre- 
hensive code on the subject. 

When this preliminary task has been 
completed, it is planned to circulate the 
table of contents to the members of an 
Advisory Committee, consisting of two 
representatives from each state, one a 
practicing attorney, the other a Probate 
Judge. Members of both committees 
will then ascertain the best examples 
of sections in existing statutes covering 
the various sub-divisions. After this 
material has been gathered, the Probate 
Division will be able to furnish state 
drafting committees interested in enact- 
ing an approved probate code with copies 
of the table of contents and references 
to the approved statutes. 
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Legislation Under Consideration 


With almost all State Legislatures now 
in session or scheduled for convening 
within the next few months, an especial- 
ly heavy amount of legislation affecting 
trusts and estates is due for consider- 
ation. Chief among these are the various 
uniform acts such as the Trusts, Com- 
mon Trust Fund, and Principal and In- 
come Acts. Probate and Trust Codes 
are also under advisement. 

States in which some or all of these 
measures are being weighed include: 
California, Connecticut, Georgia, Massa- 
chusetts, Minnesota, Nevada, Oklahoma, 
and Pennsylvania. As in prior years, 
Trusts and Estates will endeavor to re- 
port as completely as possible on pend- 
ing and enacted bills. 

——_—9———— 

Joseph Trachtman, New York legal con- 
tributing editor for Trusts and Estates, has 
established his own office for the general 
practice of law at 17 East 42nd Street, New 
York City. He will continue to specialize 
in trust and estate work and taxation. 
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Dispossession by Taxation 
The Flight To Cash, Charities and Endowments 


HON. 


GEO. E. CROTHERS 


Crothers & Crothers; former Judge of the Superior Court of California, San Francisco 
Judge Crothers has been closely identified with estate and trust 


matters for many years. 


He represented Mrs. Stanford and the trustees 


of Stanford University in amendment, confirmation and legal construction 
of University Grants, and during the closing years of her life was sole 


trustee of property valued at several million dollars. 


Judge Crothers’ 


strong convictions on the danger of excessive taxation are worthy of 
consideration, particularly under present conditions. 


OW can we check the prosperity of 

the exceptionally able, industrious, 
frugal, or lucky industrialist without 
destroying our system of individual en- 
terprise and substituting state social- 
ism? The Fords, Eastmans, Dukes, 
Woolworths, Carnegies, Rockefellers, and 
others have each created and developed 
an industrial empire to a point where it 
became capable of going on without them. 
Is there a real danger in the abnormal 
growth of great industrial estates and 
their transmission to heirs who may be- 
come, in time, as frail and incompetent 
as their state socialist Nemesis? Or 
should these properties be dissipated by 
taxation or forced into public benefac- 
tions to avoid that fate? 

In our system of partial state social- 
ism supported on the tax takings and 
occasional confiscations of the earnings 
and savings of the successful enter- 
priser, enough of the latter must be per- 
mitted to produce the honey upon which 
the political and social drones live. In- 
dividual enterprise existed long before 
any form of socialism and even long 
before any government, and it will sur- 


vive long after both have disappeared 
among men. It is so tough and produc- 
tive that neither government nor gang- 
sters can take so much of its savings as 
to destroy totally its spirit. Yet while 
it is as industrious as the honey bee, it 
is more intelligent and may join the 
drones rather than work entirely with- 
out recompense. 

However, individual enterprise is the 
creator of industry, creative ability, and 
prosperity, and is in itself an insult and 
reproof to socialism. It is so efficient 
and dynamic that it actually required 
and has received a degree of control, and 
more recently limitation, through puni- 
tive taxation. The man from Russia 
would be delighted at the high Federal 
income tax of 79% on the top income 
bracket and, in the state of the writer 
an additional tax of 15%, making a total 
of 94%. But this is upon what is left 
after the industrialist’s income from 
stocks has already been greatly reduced 
by Federal and state corporation income 
taxes, and other licenses and assess- 
ments. Of course when there are losses, 
as there were to the extent of some thirty 
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six billions in the first few years of 
depression, the industrialist employer 
bears it all. Yet, instead of favoring 
in taxation those maintaining essential 
industries and giving employment to 
millions over mere bondholders, the latter 
have been permitted to escape all taxes 
if their investments are in tax-free 
bonds, many of which were issued to 
set up unfair tax-free competition with 
taxed private enterprise. 


The Danger of Depreciation 


HE question before many men today 

is not how they can make or hold 
their wealth, but what they can do with 
it after the pleasure of managing it has 
palled upon them, or as they approach 
the end and undertake to provide for 
their own and the welfare of the genera- 
tion to come. A noted authority, the 
Estate Recording Company, has reported 
from public records that the average 
reduction of thirty-one of the largest 
recent estates in probate, attributable to 
taxes and expenses of administration, 
was as much as seventy percent, to which 
must be added five percent to cover aver- 
age large estate debts. This does not 
take into account the usual loss or shrink- 
age in the value of business enterprises 
or the depreciation in the value of real 
estate or securities incidental to probate 
administration. In some cases the taxes 
and costs of administration have left a 
net debt to the government. This latter 
can occur through slumps in the value or 
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saleability of securities, businesses or 
real estate, through the excessive ‘ ap- 
praisement, and even reappraisement of 
property having a high book value or 
prospective value but not having a ready 
market to guide appraisers. 

This is the greatest hazard to large 
estates comprising lands, mines, busi- 
nesses and the like. Some men with 
estates of this nature have almost given 
up hope of passing anything to their 
heirs. My advice to one such as I have 
in mind at present is to put a ceiling on 
the possible appraisement of his estate 
for tax purposes by giving to an educa- 


-tional institution, medical school, hospi- 


tal, or other charity, all his estate but 
the fixed cash amount he wishes to be- 
queath his children and upon which he 
can leave liquid assets sufficient to pay 
estate and inheritance taxes and the 
expenses of administration. This may 
mean the breakup of his enterprises and 
of his family’s connections with them, 
but if they should be left to his heirs 
and be appraised at even moderately 
more than they are worth, the beneficiar- 
ies might receive nothing after payment 
of average debts of large estates and 
the average taxes and expenses of ad- 
ministration. 


What of Enterprise? 


HUS the tax problems of persons 

of wealth are not merely technical 
but of a practical sort. To what extent 
their leadership is being lost to the 
country cannot be fairly estimated. The 
fact is they are fast being driven out of 
industry because they bear all the risk 
of loss without being allowed to retain 
any very substantial part of their pro- 
fits. For example, Moodys current vol- 
ume on Industrial Corporations shows 
that up to 1936 the average profit on 
each Ford car and truck was but $20. 
subject to the maximum taxes upon pro- 
fits if declared in dividends. If the 
industrialists live in good times they 
often can sell out and give up industry, 
and take to the bomb proof shelter of 
tax exempts (although for not much 
longer). Their critical problem is how 
to pass on to their heirs or employees 
any part of a non-liquid business enter- 





prise or other estate subject to the dan- 
ger of honest or venal over-valuation. 


If the State and Federal governments 
took only a fixed percent of the estate in 
the form of death taxes, and shared pro- 
portionally the risk of the estate liqui- 
dating far below its appraised value, the 
heirs of great estates might be assured 
of something. As it is, it has happened 
so frequently that a non-liquid estate 
(or one appraised in good times and 
liquidated in a depressed or dull mar- 
ket) has not realized enough to cover 
death taxes, with the result that the more 
recent probate records show that men 
of means have disposed of, during their 
lifetime, hopeful properties of uncertain 
value, or susceptible of excessive ap- 
praisement—but which they themselves 
would be best qualified to develop for the 
public good—, and some have left vast 
sums in the form of cash. 


What Can Be Done? 


N the other hand, rather than have 

their estates go largely to the govern- 
ment, men of wealth are bequeathing 
their fortunes, excepting a fixed sum for 
the natural objects of their bounty, to 
charitable foundations or institutions. 
This is fine for the colleges, hospitals, 
and churches, but it means the with- 
drawal of funds—and families—from the 
great enterprises which have been devel- 
oped. 

There is also the possibility of estab- 
lishing “private” charitable foundations 
to which the closely held stock of a busi- 
ness enterprise could be transferred—as 
the endowment—, thus preserving the 
integrity and tax exemption of the busi- 
ness and at the same time providing for 
continuity of management through trus- 
tees. This, however, would be unfair to 
taxpaying competitors. 


In any event, it is obvious that if 
state, socialism is to be avoided, Federal 
tax policy must be reformulated with 
due recognition of the impact and effect 
of taxes on the capital economy. If 
great enterprises, serving the public 
good, are not to be sacrificed to short- 
sighted taxing principles, careful study 
of the interrelation of the industrial 
structure and death taxes is imperative. 


Ancillary 


Guaranty Trust Company 


of Canada 
TORONTO | WINDSOR NIAGARA FALLS 


Under Dominion Government Supervision 


To that end, may I add my voice to 
those of the others who are urging the 
creation of a qualified, representative, 
and non-partisan commission to investi- - 
gate our tax problems. Perhaps research 
may reveal that the death tax, at least, 
properly belongs with the states, where 
it originated. At any rate, a truly 
scientific, equitable, and reasonably per- 
manent tax system is more likely to 
result than under the current approach. 


Recent Internal Revenue Rulings 


A pension plan qualifies as an employees’ 
trust under section 165 of the Internal Rev- 
enue Code and the Revenue Act of 1938, 
even though there is no formal trust instru- 
ment, where the company has parted with 
title to the fund and the participants have 
the right to demand that it be administered 
according to the terms and conditions of the 
pension plan.—I. T. 3436; 1940-52-10531. 


The transfer of corporate stock from the 
name of a guardian to the name of his ward 
is not subject to stamp tax where, under the 
state law (as in Georgia and Louisiana), the 
guardian (or tutor) does not acquire legal 
title to the personal property of his ward 
(or minor).—S. T. 911; 1940-52-10535. 

Amounts payable under Title II of the 
Social Security Act, as amended, to the 
widow, children, or parents of a “fully in- 
sured” or “currently insured” decedent who 
died on or after January 1, 1940, are not 
includible in the decedent’s gross estate for 
Federal estate tax purposes. As to pay- 
ments to the estate of a decedent who died 
prior to January 1, 1940, see E. T. 10 (C. B. 
1937-2, 469). E. T. 18; 1940-49-10511. 
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Digests of Probate and Trust Literature 


Reinstatement of Wills under Doc- 
trine of Dependent Relative Revo- 
cation 


The Yale Law Journal, January. 


Analyzing the content of the doctrine of 
dependent relative revocation as applied to 
wills, this Note criticizes the recent New 
York case of Matter of McCaffrey in which 
a Surrogate held that the doctrine does not 
exist in that state. The doctrine is re-ex- 
amined with a view to suggesting its use 
or rejection according to the needs and cir- 
cumstances of the particular situation, 
rather than its blind acceptance or denial. 


Methods of Intestate Succession 


HERBERT E. RITCHIE. 
nati Law Review, November. 


University of Cincin- 


This article analyzes the common and 
civil law rules for intestate succession, and 
the statutory variations, in the light of 
logic, simplicity, and consistency. The so- 
called descent plan is favored over the next 
of kin with representations plan, and the 
author suggests legislative reconsideration 
with a view to eliminating existing inequi- 
ties resulting from attempts to reconcile the 
divergent notions. 


Espousing Spouses for Taxation Pur- 
poses 


SYDNEY A. GUTKIN 
Taxes, December. 


& MILTON J. LESNIK. 


This article proposes federal taxation of 
married persons on the basis of their joint 
income. To avoid the application of the 
rule stated in Hoeper v. Tax Commission 
(which the authors distinguish, in any 
event, on the ground that their plan would 
make each spouse liable for the payment of 
taxes in the proportion which his or her 
income bears to the total, rather than hold- 
ing the husband responsible for the total 
tax measured by both incomes), the article 
suggests an alternative: induce the filing 
of joint returns “by making it economically 
expedient to do so.” This would be accom- 
plished by changes in the rates for all tax- 
payers, and the allowance of special credits 
for those filing joint returns. The ingen- 
ious recommendations merit consideration, 
if not approval. 


The Cost Basis of Property Acquired 
by Transfer in Trust 


JOHN DANE, JR. Taxes, December. 


This article criticizes, as a usurpation of 
legislative functions, Treasury Regulation 
19.113 (a) (3) which in effect denies to 
voluntary transfers in trust (as distinguish- 
ed from transfers for consideration) the 
more favorable cost basis for trust property 
which is apparently granted by the Section, 
and places them in the category of gifts in 
Section 113 (a) (2) which provides that 
the basis “shail be the same as it would be 
in the hands of the donor . . . except that 
for the purpose of determining loss the basis 
shall be the basis so determined or the fair 
market value of the property at the time 
of the gift, whichever is lower. . .” 


The Location of Heirs and the Value 
of Their Inheritances: Farm and 
City Estates 


E. D. TETREAU. The Journal of Land & Public 
Utility Economics, November. 


From the probate court records of repre- 
sentative urban and rural districts, the 
author has culled some statistics from which 
he makes certain conclusions as to the 
trends in ownership (city to farm or vice 
versa) and in the composition of estates. 
The data and conclusions have seemingly 
practical value to institutional investors. 


Taxation of Beneficiary-Assignor on 
Assignments of Trust Income 


The Yale Law Journal, January. 


This Note discusses the decision in Schaff- 
ner v. Harrison, wherein the Seventh Cir- 
cuit Court of Appeals held that a trust 
beneficiary was not liable for income tax 
on trust income for one year, irrevocably 
assigned to her children in the preceding 
year. The author feels that the Supreme 
Court, which has granted certiorari, should 
reverse the decision because of the short- 
term assignment, analogous to the Clifford 
case, and distinguished from the Blair case 
in which the Court held tax-free the as- 
signment of trust income for life. 





Taxation—Inheritance and Estate 
Taxes—Powers of Appointment 


Michigan Law Review, December. 


This comment deals with the following 
espects of the taxation of powers of appoint- 
ment: where the power is general or spe- 
cial; where it is exercised or not exercised; 
whether the tax is an estate or an inheri- 
tance tax; where the appointment is to 
those who would take in default of exercise 
of the power. The question of whether spe- 
cial powers should be taxed is said to be for 
Congress to decide, choosing between the in- 
creased revenues and the preservation of a 
useful dispositive device. 


Other Articles and Notes on 
Recent Decisions 


The Work of Missouri Supreme Court for 
1939 (Trusts, Wills and Administration), 
by W. L. Nelson, Jr., and Ozbert Watkins, 
Jr.—Missouri Law Review, Nov. 

Federal Gift Taxation of Donative Trans- 
fers to Family Corporations (Frank B. 
Thompson, B.T.A.)—Yale Law Journal, 
Dec. 

The Supreme Court on Federal Taxation, 
1939-40, by Roswell Magill—Univ. of Chi- 
cago Law Review, Dec. 

Wills—Implied Revocation—Remarriage 
by Testatrix (in re Walters’ Estate, Nev.) 
—Ibid. 

Strictness of Proof of Adoption in Pro- 
ceedings Affecting Decedents’ Estates 
(Borner v. Larson, N. D.)—New York Law 
Journal, Dee. 18 and 19. 

Self-Dealing Purchase of Securities by 
Corporate Fiduciary from Its Own Bond 
Department (in re Binder’s Estate, Ohio) 
—Michigan Law Review, Dec. 

Wills—Contract Benefitting Third Party 
as Testamentary Disposition (McCarthy v. 
Pieret, N. Y.)—Cornell Law Quarterly, 
Dec. 

Trusts—Effect of Exculpatory Clause 
(Matter of Rushmore’s Estate, N. Y.) —Ibid. 

Wills—Incorporation by Reference of an 
Amendable Trust—Effect of Subsequent 
Amendments (Pres. etc. v. Janowitz, N. Y.) 
Ibid. 

Wills—Republication by Execution of 
Codicil—Effect on Doctrine of Incorpora- 
tion by Reference (Simon v. Grayson, Cal.) 
—Brooklyn Law Review, Dec. 

Invalid Cross-Remainders Subordinate to 
Main Purpose Do Not Invalidate Primary 
Trusts (Matter of Gorham, N. Y.)—Ibid. 


A Virginia institu- 
tion, established in 
1865, with thoroughly 
organized, up-to-date 
trust facilities. 
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The Work of the Wisconsin Supreme 
Court, Aug. ’39 and Jan. ’40 Terms (Trusts 
and Decedents’ Estates), by Howard L. 
Hall—Wisconsin Law Review, Jan. 


Federal Estate Tax—Inclusion of Income’ 
for Interim between Death and Optional 
Valuation Date in Gross Estate (Saks v. 
Higgins, C. C. A. 2)—Iowa Law Review, 
Nov. Contra: (Clark v. United States)— 
Texas Law Review, Dec. 

Federal Estate Tax—Inclusion of Life In- 
surance Proceeds in Gross Estate—Effect 
of Retention by Insured of Power to Re- 
voke Gift of Remainder of Life Insurance 
Proceeds (Broderick v. Keefe, C.C.A. 1— 
Ibid. 

Direction to Accumulate Income from 
Large Estate for Perpetuties Period Held 
Invalid (Burdick v. Burdick, D.D.C.) — 
Columbia Law Review, Dec. 

Federal Estate Tax — Single Premium 
Policy to Uninsurable Person (Commr. v. 
Keller’s Estate,-C.C.A. 3)—Texas Law Re- 
view, Dec. 

Trusts—General Gift to Charity (Powers 
v. First National Bank, Tex.)—lIbid. 

Federal Gift Tax—Donor of Gifts in 
Trust for Several Beneficiaries is Entitled 
to an Exemption for Each (Hutchings v. 
Commr., C.C.A. 5; and Pelzer v. U. S., Ct. 
Cl.)—Virginia Law Review, Dec. 

State and Federal Taxation of Transfers 
Intended to Take Effect at Death—lIbid. 

Time of Inception of Testamentary Trust 
—Testamentary Trustee as Necessary Party 
in Probate. Proceedings (Moll v. Goedeke, 
Ind.)—Minnesota Law Review, Dec. 


Satisfaction of Debt by Legacy to Credi- 
tor where Parties: “Agreed” Payment Was 
to be Made by Testamentary Disposition 
(Estate of Cooke, Minn.)—Ibid. ~ ° 
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ington, D. C. 


Compensation—Effect of Death Be- 
fore Completion of Duties on 
Amount of Executor’s Compensa- 
tion Fixed by Agreement with 
Decedent 


New York—Surrogate’s Court, N. Y. Co. 
Matter of Hayden, N. Y. L. J., December 7, 1940. 


The executor during the life of the testa- 
tor waived statutory commissions and 
agreed to accept as his compensation the 
sum of $100,000. On an intermediate ac- 
counting rendered by the executor and his 
two co-executors the executor was allowed 
$60,000 on account of his total agreed com- 
pensation. The executor died before com- 
pleting his duties as such, and his execu- 
tors sought the balance of the agreed com- 
pensation. There was no authority in New 
York bearing directly upon the question. 


HELD: The estate of the deceased exe- 
cutor was entitled to the balance of the 
compensation. The Surrogate declared that 
it must be presumed that the testator had 
in mind the possibility that death might 
reduce the number of executors and that 
he considered such contingency when fix- 
ing the compensation to be paid to each of 
them. As the Surrogate construed the com- 
pensation agreement it was clear that if 
one of the executors died after the rendi- 
tion of substantial services it was intended 
that he should receive the full amount in 
the agreement. 


Finally, the Surrogate declared that (1) 
if he were applying the rule which gave him 
discretion as to the amount to be allowed to 
the estate of a deceased fiduciary, not ex- 
ceeding the statutory commissions, or (2) 
if he were using quantum meruit as a test, 
he would nevertheless in view of the size 
of the estate and the nature of the services 
award the full compensation of $100,000. 


——_Q—_____ 
Compensation — Foreign Counsel 
Denied Fees—Trust Administra- 
tion Held Not to “Require Services” 


New Jersey—Court of Chancery 


Barsotti v. Bertolino, 128 N. J. Eq. 363 (Novem- 
ber 27, 1940). 


In an application for fees under the ad- 
ministration of a trust, it appeared that the 
greater part of the legal services, for which 
compensation was sought, was rendered by 
New York counsel. This was true notwith- 
standing the fact that there were no prob- 
lems nor any litigation demanding solution 
under the New York law. 


HELD: New Jersey courts have always 
frowned upon the employment of foreign 
counsel to assist in the administration of a 
New Jersey Trust. By statute, since July 
1, 1939, the allowance of a counsel is for- 
bidden “in any cause, matter, or proceeding 
in any court in this state except for, or 
on account of, actual services rendered by 





ESTABLISHED 1867 


PEOPLES-PITTSBURGH TRUST COMPANY 


Pittsburgh’s Oldest Trust Company + Serves the Country's Largest Corporations 


Main Office: Wood Street at Fourth Avenue 


Member Federal Deposit Insurance Corporation 


a member of the bar of this state engaged 
in the practice of law and maintaining an 
office in this state,” except in proceeding 
“requiring the services,” of an attorney of 
a foreign jurisdiction. (R. S. 2:20-9.) 

Accordingly, no fees for services rendered 
by New York counsel subsequent to July 1, 
1939, could be paid. 


a 


Distribution—Devise to Widow As 
Long As She Remains Such Creates 
Life Estate—Widow Not Entitled 
to Share in Undisposed of Re- 
mainder 


Iowa—Supreme Court 
Anderson v. Gifft, 229 Iowa 515, Nov. 19, 1940. 


This was a partition suit involving the 
construction of a will. S. N. Gifft devised 
unto his wife, Martha Gifft, all the property 
of which he died seized or possessed “as 
long as she remains my widow, but in case 
she shall remarry, then I direct that at the 
time of her remarriage, the property, both 
real and personal,” be divided one-third to 
Martha Gifft and the remaining two-thirds 
to testator’s children then living. 

Plaintiff contended that it was devised to 
Martha Gifft in fee, subject to its being di- 
vested by her remarriage. The defendants 
contended that the widow received only a 
life estate and that the remainder in fee 
passed to the testator’s heirs as intestate 
property. The trial court held with the de- 
fendants, and the plaintiff appealed. 


HELD: (1) The decisions by the Su- 
preme Court of Iowa have held similar lim- 
itations to convey a fee simple title, and 
also to convey only a life estate. The ef- 
fect of each decision depends upon a care- 
ful analysis of the facts of the case. There 
are opposed the rule of construction which 
prefers to avoid a partial intestacy and the 
fact that the testator made no express pro- 
visions as to his property, except such as 
would be effective during the lifetime of 
his wife. This court holds that only a life 
estate was created by the limitation. 

(2) The remainder undisposed of passes 
by intestacy to the children of the testator. 
Martha Gifft, the widow, having taken un- 
der the will, cannot be deemed to have re- 
ceived any part of the undisposed property 
under the general statutes of distribution. 

NOTE: The reasoning of the court on 
the second proposition of law involved in 
the case is unsatisfactory.. Whether that 
part of the decision will be followed in the 
future may well be questioned. 


a, 


Distribution—Income to Become Due 
to Bankrupt Income Beneficiary 
May Be Assigned by His Trustee 
in Bankruptcy 


New York—App. Div. 2d Dept. 
Sarver v. Towne, N. Y. L. J., December 13, 1940. 


The trustee in bankruptcy of a bankrupt 
income beneficiary of a New York testa- 
mentary trust, with the approval of the 
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bankruptcy court, sold and assigned 10% of 
the trust income distributable to the bank- 
rupt. The trustees of the testamentary 
trust refused to pay the income so assigned 
to the assignee, and instead paid the same 
to the bankrupt, although they had notice 
of the sale. The assignee sought a declar- 
atory judgment determining that he was 
entitled to 10% of the income distributable 
to the bankrupt. 

HELD: The assignee was entitled to re- 
cover the 10% of the income sold to him. 
Although Section 15 of the New York Per- 
sonal Property Law forbade the income 
beneficiary to assign his right to receive the 
income, the transfer of the income involved 
in the instant case was not by the voluntary 
act of the income beneficiary. The trustee 
in bankruptcy was required to reduce the 
property of the bankrupt, including the 
right to collect 10% of the trust income, 
to cash and make distribution among his 
creditors. That is what was done in the 
instant case by the sale, and accordingly the 
buyer of such income was entitled to all 
the remedies that were available to the 
trustee in bankruptcy. The trustee in bank- 
ruptey could obtain an order of garnish- 
ment effective as a continuing levy upon 
10% of the trust income, and this right 
would not be affected by the discharge of 
the bankrupt. Moreover the testamentary 
trustees, having paid the trust income to 
the bankrupt, after notice of the sale, did 
so at their peril and could not escape indi- 
vidual liability. 

sO 


Distribution—Right of Legatee to Re- 
nounce for Purpose of Defeating 
Creditors 


California—Supreme Court 


Estate of Kalt, 16 A. C. 2d 766, 16 Cal. 2d 
(Nov. 26, 1940). 


Ella Kalt’s will bequeathed residue of her 
estate to her sons, Earl and Stanley, and 
Stanley was appointed executor. Thereaf- 
ter Youngworth obtained two judgments 
against Stanley and levied attachment on 
Stanley’s interest in the estate. Four years 
later Stanley renounced his interest, the 
court finding that this was done to defeat 
the judgments. Decree holding renuncia- 
tion invalid as against attaching creditor 
affirmed. 

HELD: (1) Legatee under a will may 
not defeat claims of his creditors by re- 
nouncing his legacy as a _ renunciation 
amounts to fraudulent conveyance. 
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(2) Held, further, by way of dictum, 
that power to renounce is analogous to a 
power of appointment which cannot be exer- 
cised to a volunteer if claims of creditors 
will be defeated. (Citing Restatement of 
Property, Tentative Draft No. 7, Sec. 452; 
22 Ill. L. Rev. 504.) 

(3) Held, also, by way of dictum, that 
as long as the rights of third parties are not 
involved a leyatee is free to renounce. A 
creditor may exercise the debtor’s right to 
contest a will even though the debtor him- 
self does not do so. 

(NOTE: This reverses the intermediate 
reversal by Appellate Court, as reported in 
Sept. 1940 Trusts and Estates 356.) 

[See Winkelman, “Creditor or Benefici- 
ary,” Nov. 1940 Trusts and Estates 529. 
Ed.] 


a 


Distribution — Specific Bequest of 
Shares Not Held in the Name of 
the Testator But in the Name of 
His Holding Company 


New York—Surrogate’s Court, N. Y. Co. 
Matter of Burr, N. Y. L. J., January 15, 1941. 


The testator specifically bequeathed shares 
which were not held in his name but in 
the name of a personal holding company. 
He had owned all of the original stock of 
the holding company. At the date of the 
Will he owned approximately 93% of the 
holding company’s stock, the remaining 7% 
having been given by him to his wife. 

HELD: The clear intent of the testator 
should be given effect and the shares be- 
queathed passed to the specific legatee. 
Neither the holding company nor its cre- 
ditors, stockholders or officers were in- 
volved as such. The special circumstances 
in the case made it clear that the testator 
conceived of all the assets held by the 
holding company as being his own and al- 
ways dealt with them as such. 


———-9 —______— 
Investment Powers — Self-Dealing 
Charged in Purchase of Bonds for 
Which Fiduciary was Trustee—Ac- 
quiescence as Estoppel. 
New Jersey—Court of Chancery 
Pike v. Camden Trust Co., 128 N. J. Eq. 414. 


In contending that the trust indenture 
had been violated, complainants sought 


replacement of cash for certain invest- 
In their bill, 


ments made by trustee. 








complainants challenged the acts of the 
trustee as being in conflict with its duty 
under the trust agreement. It was al- 
leged that the trustee had no right to 
purchase two bonds for the trust, while 
simultaneously purchasing a large block 
of bonds from the same company for it- 
self. It was likewise argued that sale of 
a third bond from the bank to the trust 
was improper. Finally, complainants ques- 
tioned the propriety of the purchase of 
the bonds stressing that the trustee was 
also trustee under the mortgages which 
secured the bonds. Complainants pointed 
out that in securing these bonds, the 
bank, as trustee, had received a fee of 
$7,000. 

The facts indicated that settlor had 
full knowledge of the investments for 
over a period of five years. 

HELD: Fact that trustee purchased 
block of bonds for trusts in its charge, 
not a violation of fiduciary duties. Nor 
can trustee be criticized of self-dealing 
because of investment, or fact that it re- 
ceived fee for services through another 
trust. Trustee did not take unfair ad- 
vantage, nor was investment for trust 
an imprudent one at the time it was 
made. 

Settlor’s full knowledge of investments, 
accompanied by acquescence, served ef- 
fectively to estop complaint of violations. 
Since settlor lacked cause of action at 
time of her death, executor and legatees 
now are likewise estopped from challeng- 
ing acts of trustee. 


Investments—Trustee Held Not Li- 
able in Retaining Closely Held 
Stock—Compensation of Trust Of- 
ficer as Director 


Ilinois—Appellate Court 


Kubin v. Chicago Title € Trust Co., 307 Ill. App. 
12. 


Decedent died in 1929, and in 1930 there 
was distributed to the trustee, pursuant to 
the will of decedent, approximately 20% of 
the stock of a closed corporation. The will 
was ambiguous, and it was very doubtful 
whether power to sell was granted to the 
trustee. The beneficiaries sought to hold 
the trustee responsible because it failed to 
sell the shares in July 1933, at prices rang- 
ing from $15 to $26 per share. In 1938 the 
stock had depreciated to approximately $1 
per. share. 

The sale of the shares was discussed by 
the trustee in 1933 and eminent counsel ad- 
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vised the trustee that it had no power to 
sell. A bill was prepared on behalf of the 
trustee with the view of having a court of 
chancery decree that the trustee might sell 
the stock. The bill alleged, among other 
things somewhat adverse to the trustee in 
the later proceeding, that the stock could 
be sold for a price in excess of $15 per 
share, and that if not sold it probably 
would greatly decline in value, and the 
trustee “as a result thereof, may be charged 
with negligence in failing to make such a 
sale and may possibly be liable to the bene- 
ficiaries *** for its failure to make such a 
sale.” The bill was never brought on for 
hearing and was dismissed by the court for 
want of prosecution in 1937. 


The corporation was family owned and 
operated by the principal stockholders. It 
was not listed on any Exchange and there 
were few sales. The principal stockholders 
were most optimistic with respect.to the 
stock even after the decline in 1933, and 
refused to consider the sale of their stock 
at any price suggested. 

The court indicated that in its opinion 
there was no bona fide offer made for the 
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stock and probably none could have been 
received because the claimed offers to buy 
some of the stock were coupled with con- 
ditions such as what should be done in the 
way of other stockholders not selling, etc. 
The court commented on the facts that one 
of the founders of the corporation and other 
stockholders were opposed to selling any 
stock at a price anywhere near the price 
suggested in 1933; that there was no evi- 
dence that any of the beneficiaries, al- 
though some of them worked at the brewery 
for years, ever requested the trustee to sell 
the stock in which they were beneficially 
interested; and that even after the stock 
decreased in price some of the old stock- 
holders (including one of the beneficiaries) 
bought other shares. 

HELD: The allegations in the trustee’s 
bill for instructions are not conclusive up- 
on the trustee. The bill was admissible in 
evidence, but the weight to be given was 
to be determined by the chancellor in view 
of all other evidence. The trustee was not 
authorized to sell the stock under the pow- 
er conferred by the will and could only 
do so after a decree of court authorizing 
such sale was entered. The contention of 
the beneficiaries that the trustee was not 
entitled to retain moneys received by it 
as compensation for the services of one of 
its officers as a director of the corporation 
cannot be sustained, since such officer was 
employed by the trustee and put in a great 
deal of time acting as a director of the cor- 
poration and no complaint was made that 
the amount paid was excessive. The decree 
of the lower court dismissing the complaint 
vas correct. 


ee 


Life Tenant and Remainderman— Ap- 
portionment of Life Insurance 
Agent’s Renewal Commissions 


New York—App. Div. 1st Dept. 


Matter of Pennock, 260 App. Div. 181, 20 N. Y. S. 
2d 811 (Motion for rearg. denied 23 N. Y. S. 2d 
204). 


The testator created a trust of his resi- 
duary estate giving the income to his widow 
for life, with secondary life interests in 
separate shares to his children, and remain- 
ders over. The testator was a _ general 
agent for life insurance companies, and the 
major assets of his estate consisted of his 
rights to receive “renewal commissions” on 
life insurance policies written during his 
life. 

HELD: (unanimously reversing the Sur- 
rogate) that the “renewal commissions” 
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were in the nature of “wasting assets” 
which should be apportioned between in- 
come and principal for the benefit of the 
life beneficiaries, in the absence of the 
testator’s intention to the contrary. The 
provisions of the Will empowering the trus- 
tees to retain or sell assets did not indicate 
such contrary intention. Without under- 
taking to state a general formula for all 
cases, the Court adopted the one proposed 
by the widow; i.e., that out of the com- 
missions received income be given annually 
4% of the capitalized value of the commis- 
sions, the balance to be allocated to prin- 
cipal, and that the amount so apportioned 
to income be diminished by any income ac- 
tually derived each year from the amounts 
which were allocated to principal. If the 
renewal commissions had been allocated en- 
tirely to principal (as the Surrogate had 
ruled) the widow. would have been compelled 
to wait about four years before receiving 
any income from the estate. 


a en 


Life Tenant and Remainderman— 
Proceeds of Non-Interest Bearing 
Notes Apportionable 


New York—Surrogate’s Court, N. Y. Co. 


Matter of Hovelaque, N. Y. L. J., December 11, 
1940. 


The bulk of the testator’s residuary es- 
tate, which was placed in trust, consisted 
of non-interest bearing notes received by 
the testators in 1913 and payable at var- 
ious dates until 1958. 


HELD: The proceeds of the notes should 
be apportioned between income and prin- 
cipal in order to give both life tenants and 
remaindermen a fair equitable share of the 
property which the testator intended both 
should enjoy. The Surrogate pointed out 
that the established rule of apportionment 
in respect of unproductive real property 
had been held applicable to unproductive 
tangible personalty and had been extended 
to items like an insurance agent’s renewal 
commissions [see Matter of Pennock, supra]. 

The Surrogate directed the following pro- 
cedure for making the apportionment: To 
compute the present worth of each note 
and to allow income 4% thereof annually, 
or at shorter intervals in the trustees’ dis- 
cretion, payments to begin from one year 
after the testator’s death (which was de- 
termined to be the presumed date of con- 
version of the notes) to the respective dates 
of payment of the notes. 





Powers—Appointment — Exercise of 
Power by Will Containing No Resi- 
duary Clause and No Reference to 
Power 


California—District Court of Appeal 


Childs v. Gross, 41 A. C. A. 2d 683, 41 Cal. App. 
2d — (Nov. 26, 1940). 


Emeline Childs created a trust with Gross 
as trustee of certain shares of stock, pro- 
viding that on trustor’s death the trust es- 
tate should be distributed to five named per- 
sons, including Ozro Childs, and that in the 
event of the prior death of any beneficiary 
such beneficiary’s portion of the trust es- 
tate should go to his heirs “or to such per- 
son as they may designate by will.” Ozro 
died leaving a will which directed payment 
of all debts and funeral expenses and then 
gave “all the rest, residue and remainder” 
of the estate in trust to Redman for certain 
persons. Plaintiff, the sole heir of Ozro, 
brought this suit to quiet title to the stock 
as against the trustee Redman. Judgment 
in favor of the trustee affirmed so far as 
this point is concerned. 


HELD: The will of Ozro, though not an 
exercise of the power by residuary devise 
or bequest under Probate Code Sec. 126 
(there being strictly speaking no residuary 
gift), was an exercise of the power under 
Probate Code Sec. 125, which provides in 
substance that a devise or bequest of all 
the testator’s property passes all property 
which he was entitled to dispose of by will 
at the time of his death, “including proper- 
ty embraced in a power to divise.” The word 
devise is held not to be used in a technical 
but in a general sense, and as the equiva- 
lent of dispose of, which was the expression 
used in the statute prior to the adoption of 
the Probate Code in 1931. 


—\!—_9—_—_____. 


Powers—Limitations—Trust Created 
as Security But Possibly Continu- 
ing Until Certain Persons Would 
Execute a Trust Deed Held Valid 


California—Supreme Court 
Estate of Gump, 100 Cal. Dec. 491 (Nov. 12, 1940). 


In 1928, Gump created trust with Wells 
Fargo Bank covering two parcels of land; 
bank to hold property for twenty years as 
security for payments of $75,000, with in- 
terest and advances; to manage and lease 
the properties, collect rents, pay taxes, in- 
surance, and for repairs and improvements; 
out of income to pay $750.00 a month on the 
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-indebtedness, balance of income to be paid 


to trustor. Title to remain in bank until 
all sums paid, then to be conveyed to trus- 
tor’s three children, Marcella, Robert and 
Richard, reserving to trustor a life estate. 
If trustor died during continuance of trust, 
trustee to convey properties to trustor’s 
children on their giving deed of trust to se- 
cure balance of indebtedness. Issue of any 
of trustor’s children predeceasing trustor 
were to take such child’s share. Trustee 
given right at any time during term of 
agreement to sell properties, apply proceeds 
on indebtedness and invest balance for ben- 
efit of trustor. If trustor died before end 
of twenty-year period, apparently the chil- 
dren or their issue succeeded to these pay- 
ments for the remainder of that period. 
Trustor having deceased, upon appeal pros- 
ecuted from decree of distribution in trus- 
tor’s estate, appellant, a legatee, claimed 
trust void and the real property part of 
estate, which claim the probate court re- 
jected. Decree of distribution affirmed. 

HELD: (1) In so far as trust provided 
security for a debt it is valid, irrespective 
of time limit. 
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(2) Only question arises out of provision 
under which trust might continue for in- 
definite period beyond the twenty-year term 
because of failure to clear the property of 
debt. In 1935, a few months after trustor’s 
death, the three children joined in executing 
a note and trust deed for the balance then 
due of the indebtedness, and the trust be- 
came fully executed. Conceding, without de- 
ciding, that possibility of continuance of 
trust until the children or their issue would 
execute a trust deed would affect the valid- 
ity of the trust, court holds the remaining 
portion of trust valid and trust property 
therefore properly distributed in accordance 
with terms of trust, becoming no part of 
trustor’s estate. 

NOTE: This reverses decision abstract- 
ed in Feb. 1940 Trusts and Estates 226). 
ee 


Taxation—Estate—Where Trust In- 
come Is Payable to Settlor’s Wife 
for Support and Family Expenses 
During Settlor’s Lifetime, Corpus 
Held Part of Estate 


United States—Eighth Circuit Court of Appeals 
Helvering v. Mercantile-Commerce Bank €& Tr. Co., 
et al., 111 F. (2d) 224. 


The corpus of a trust created by a hus- 
band to pay, during his lifetime to his wife, 
the income to be used for her support and 


maintenance and for family expenses, is. 


held to be part of husband’s gross estate 
for purpose of the federal estate tax. 

The Court in reversing the decision of 
the Board of Tax Appeals below (Estate 
of Donnelly, 38 B. T. A. 1234) evidently 
agreed with the minority dissenting opinion, 
reasoning that the reservation by the hus- 
band of the right to have the trust income 
applied to pay his obligations (for family 
expenses and the wife’s support), was 
equivalent to a “retention of the right’ to 
the income by the husband. In reference 
to such a trust, the opinion points out that 
the estate tax is made to depend not upon 
the rights retained in the corpus, but upon 
the reservation by the decedent of a sub- 
stantial right to the income. 

—____ 9 


Wills — Probate — “Dependent Rela- 
tive Revocation” 


New York—Surrogate’s Court, N. Y. Co. 


Matter of McCaffrey, 174 Misc. 162, 20 N. Y. S. 
2d 178. 


Two Wills, containing similar dispositive 
provisions, were offered for probate. The 
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later Will expressly revoked all former 
Wills. The entire second page of the later 
Will was cancelled and obliterated by ink 
markings through all the typewriting, the 
testator’s signature, the attestation clause 
and the names and addresses of the wit- 
nesses. Below the names of the witnesses 
so stricken out appeared in the testator’s 
handwriting and over his signature the fol- 
lowing notation: 


“The within Will and testament of J. B. McC. 
and any copy or duplicate is hereby cancelled and 
annulled—that a Will dated June 20, 1938 [being 
the earlier of the two propounded instruments] 
may now be restored to full force and effect.” 


HELD: The later Will was revoked, as 
was also the earlier one, and therefore the 
decedent died intestate. The cancellation 
of only the signature would have been 
sufficient to work a revocation. The Sur- 
rogate stated that under the New York 
statute no consideration could be given to 
the contention that there was no intent 
to revoke unless the prior and revoked Will 
could be revived and made effective; even 
if it could have been demonstrated that the 
notation at the bottom of the page had 
actually been made at the time of the can- 
cellation, the decedent’s mistaken belief as 
to the revival of the earlier Will could not 
destroy the effect of the complete nullifi- 
cation of his Will. The Surrogate express- 
ly declared that the so-called doctrine of 
“dependent relative revocation” is not recog- 
nized in New York. [The case is noted in 
The Yale Law Journal, see page 102, this 
issue. ] 

ee 


Wills—Probate—Doctrine of Depen- 
dent Relative Revocation Applied 


New Mexico—Supreme Court 
In re: Roeder’s Estate, 106 Pac. (2nd) 847. 


Two separate instruments were offered 
for probate, the first being denied admis- 
sion and the second, being the one first 
executed in point of time, admitted. 

After the death of the testator there 
was found a three-page document pur- 
porting to be his last will and testament. 
Its first page contained all dispositive pro- 
visions and the second and third the ap- 
pointment of an executor and the attesta- 
tion clause respectively. The three pages 
were stapled together but it clearly ap- 
peared that the second and third pages 
had been at one time stapled with some 
other first page. There was also found 
after the death of the testator a carbon 
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copy of this purported will and loosely 
fastened thereto what was obviously a 
carbon copy of the other first page of the 
will to the original of which first page 
had been fastened the original second and 
third pages of this proffered will. This 
carbon copy of the first page contained 
dispositive provisions slightly at variance 
with the first page of this purported will 
referred to in the first paragraph as the 
“first”? will sought to be admitted. 


The trial court found that the testator 
had substituted for the first page of the 
“first” will a different page not properly 
authenticated, and that the testator made 
such substitution without the intention of 
revoking the previously executed will 
whose second and third pages were iden- 
tical pages of this will sought to be admit- 
ted: 

HELD: This case comes within the 
doctrine of dependent relative revocation, 
the court saying: 


“This doctrine was applied by the trial court 
and resulted in the probate as testator’s last will 
and testament of the Second Offered Will, being 
the first will in point of time as originally exe- 
cuted by him and as subscribed by his attesting 
witnesses *** we may properly assume recogni- 
tion of the doctrine in our law relating to wills. 

“#** When a will, or portions thereof, are can- 
celed or mutilated in order to change the will in 
whole or in part, and the attempt fails for want 
of due authentication, or other cause, this effort 
to revoke in whole or in part will be treated as 
relative and dependent upon the efficacy of the 
new disposition intended to be substituted; and 
hence, if the attempted disposition is inoperative, 
the revocation fails also, and the original will 
remains in force.” 


0 


Wills—Probate—Former Will Not Re- 
vived By Revocation of Subsequent 
Wills Unless So Intended 


New Jersey—Orphans Court 
Jn re Davis, 18 Misc. R. 655 (December 12, 1940). 


Decedent executed Will in 1932 leaving 
same with Rutherford Trust Company for 
safe keeping. Subsequently, she executed 
a Will in 1934, revoking the former Will. 
Thereafter decedent made another Will in 
1935, revoking all previous Wills. At death 
neither Wills of 1934 or 1935 could be 
found, and were considered revoked. 


HELD: Although latter Wills which ex- 
pressly revoked Will of 1932 were in turn 
revoked, it is not necessary to conclude that 
decedent intended to revive Will of 1932. 
Facts indicated that it was not intention 
of decedent to revive 1932 Will, but rather 
to die intestate. 
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Wills—Probate—Validity of Nuncu- 
pative Will 


Arizona—Supreme Court 
Black v. Taylor et al., 106 Pac. (2nd) 492. 


Deceased died in February, 1939. Dur- 
ing his last illness he requested one But- 
ler to go to a nearby town and direct his 
attorney to prepare a form of written 
will in accordance with full details out- 
lined by deceased. Several days after 
the preparation of the will it was pre- 
sented to deceased for execution at which 
time its contents were read to him; but 
in view of his extremely weakened condi- 
tion he was unable to sign it. He made 
the following statement: “I am too weak. 
I can’t sign it, but that is my will and I 
want you to be witnesses. I want you, 
Mr. Butler, to see that it goes that way.” 
The petition alleged that the unexecuted 
instrument was a nuncupative will in the 
precise terms of the written offered one. 


HELD: The deceased died intestate. 
The court said: 


“Although nuncupative wills disposing of per- 
sonal property were recognized at common law, 
they are not favored and have been greatly re- 
stricted by statute, and can only be sustained 
when they comply with the provisions of the stat- 
ute. The term is not defined by our statute, but 
the usually accepted definition is that a nuncupa- 
tive will is one which is not written but is de- 
clared orally by the testator in his last illness, 
in the manner specified by the statute, and section 
3639, supra, obviously assumes this definition.” 


This, the court said, does not consti- 
tute a nuncupative will since the deceased 
“did not intend, nor attempt, to make an 
oral will, but rather***that he endeavor- 
ed to adopt a written will by oral state- 
ments.” 
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